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AGRICULTURAL CREDIT. 



PART I. 

INTRODUCTION. 

Washington, D. C, January S8, 1914. 
To the Oongreas: 

The last paragraph of the act making appropriatioiiB for the 
Department of .d^culture for the fiscal year endii^ June 30, 1914, 
approved March 4, 1913, authorized the creation of uie United States 
CommlBBion and defined its duties as follows: 

That the President of the United States shall appoint a commiadon composed of 
not more than seven pereons, who ehall serve without compensation, to cooperate 
vitli the American Commission assembled mider the auspices of tlie Southern Com- 
mercial Congress to investigate and study in European countries cooperative land- 
mortgage banks, cooperative ruial-ciedit unions, and similar orgaaizations and insti- 
tutions devoting their attention to the promotion of agriculture uid the betterment 
of rural conditions; and for the purpose of its investigations tie commiseion ehall be 
autliorized to incur and have paid, upon the certificate of its chairman, such expenaea 
in the city of WashiDglJ)n ana elsewhere for the payment ot the salaries of employees, 
elerks, stent^raphers, assistants, and such other necessaiy expensed as the commis- 
rion may deem necessary: Provided, That the total expenses incurred for all purposes 
diall not exceed the sum of 125,000; and the said commission shall submit a report 
to Congress as early as practicable embodying the results of its investigations and such 
recommendations as it may see fit to make. 

In pursuance of the authority conferred on him by this act, Presi- 
dent Wilson named as the members of this commission: 

United States Senator Duncan IT. Fletcher, of Florida. 

United States Senator Thomas F. Gore, of Oklahoma. 

Congreasnan Ralph W. Moss, of the fifth district of Indiana. 

Col, Harvio Jordan, planter, of Atlanta, Qa. 

Dr. John Lee Coulter, agricultural expert of the Census Bureau, Washii^^n, D. C. 

Dr. Eenyon L. Butterneld, president of the Massachusetts Agricultural College, 
Amherst, Mass. 

Dr. Clarence J. Owens, managing director of the Southern Commercial CoDgreaa, 
Washington, D. C. 

The members perfected an organization with Senator Duncan U. 
Fletcher aa chairmui and Congressman Ralph W. Moss to act as 
chairman in his absence, and with Dr. John Lee Coulter as secretary. 

Complying with the letter of the act which instructed the com- 
mission ''to cooperate with the American Commission" five of the 
members, together with a small clerical staff, sailed for Europe 
April 26 in company with the members of the American Commission. 

While in Europe one or more of the members visited Italy, Hungary, 
Austria, Eussia, Germany, Denmark, Belgium, Holland, France, 
England, Wales, Scotland, and Ireland. 

Engagements were made to consult the leading authorities in each 
countoy; and through intwviews with all classes — ^leading authorities, 
farmers, officers and employees of institutions — reports submitted, 
and visits to institutions, all types of " land-mortgage banks, coopenti- 
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tive rural-credit unions, and similar orgaiiizations, and institutions 
devoting their attention .te: the' ^ctiitKiltioii of agriculture and the 
betterment of rural conaHi6na''-were tarrfully' "investigated and 
studied." Every assistance was given the cocunission to secure all 
information desired, not only by our own representatives of the Stato 
Department and the Department of Commerce, but also by repre- 
eentatives of the govenmients in the countries visited and by private 
citizens. 

Since returning from Europe the commisflion has, with the aid of 
translators,' a small clerical force, and other assistants acting with the 
American Commission, compiled, classified, and edited a great mass 
of detailed information obtained by its members and the members 
of the American Commission while in Europe. This information has 
been printed as a pubhc document, Senate Document No. 214. 1 
The conclusions herein presented are based upon the knowledge I 
gained by the members of this commission from personal investiga- ! 
tion of aCTicultural conditions in all parts of Europe, from a car^uI j 
study of the data and information compiled and published, as above ' 
set out, and from personal knowledge and considerable investigation 
of conditions in the United States which should and must affect any 
proposed system of agricultural reform. 

Owing to the limited time at its disposal and to the limited 
appropnation, this commission has devoted its investigation to the 
question of agricultural credit and to recommending a plan for 
reform in the methods of financing farmers and farm operations in 
the United States. Various phases of agricultural reform, including 
cooperative purchasing, cooperative production and marketing oi 
farm products, and a study of rural conditions have been covered to 
some extent by this coumdssion and by the American Commission, 
and much of ike information secured during the investigation into 
tltese matters is reproduced in the public document above raFerred 
to as Senate Document No. 214. This commission, however, haS' 
confined its report to a consideration of rural credit, to su^ee- 
tions looking toward the creation of an adeq^uate system of agri- 
cultural banks, and to an extension of the facilities offered by ex- 
isting financial institutions, so as to meet the pressing needs of our 
farmii^ population. 

Agricult ural cr edit naturally divided itself into tw o gr eat classes, 
namely, ]oi^-termorland'mortgagecredit,whichmay be briefly defined 
as " credit to tiieet the capital requirements of the farmer," an^ shorts 
twm or personal credit, which may be defined as " credit to meet the 
current or annually recurring needs of the farmer." In the European 
system of agricultural banks the distinction between these two classes 
of credit is sharply drawn. To me'et'tKo requirements of the two 
classes separate institutions are provided, differing. fundanwaitally in 
their plan' of organization and jsperation. These different institu- 
ti(ins, nowever, naturally toucE^t many points. They haye.^^wn 
up by a slow process, and have been adapted and adjusted to meet 
coridilidns as they arose. They still preserve their separate identity, 
and their operations are largely confined to their separate fields. 
Wbethar the conditions in our country demand a s^;r^ation of insti- 
tutions designed to meet these two classes of credit, as is the case in 
European countries, or whether one class of institutions can be 
designed to meet both needs, has been a matter of serious considera- 
tion and study by the commission. The differing conditions in 
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1i;itrope aad in the United States must, of necessity, have some bearing 
upon any decision that may be reached on this point. A knowledge 
of the work of our present banking system in its old form and aa 
modified by the Federal reserre act in furnishing long-tenu, or 
land-mortgage, as weU as short-term, or personal, credit for farmers is 
also necessary as a preliminary to reaching any decision on this point. 

In considering this question the conunisaion has attempted to 
define, in the first place, the needs of the American farming population 
in a financial sense. As noted above, a careful consideration efthk 
point has resulted in its defining these needs as being two in nuterber, 
asiollows: 

First. The farmer's capital requirements, by which is meant tiie 
need of the farmer for lai^e sums of money to be used in aiding to 
pay the purchase price of the farm; in improving his tatm, such aa 
erecting new farm buildings, drainmg, irrigating or clearing, or in 
equippmg the farm so as to bring his operations to the highest state 
of efficiency. 

The money needed for these purposes must be in the shape of a 
more or less permanent investment, or in the shape of loans extend- 
ing oyer such a long period of time that they can be gradually reduced 
and paid off out of the increased earnings derived from the improve^ 
ments made or the equipment added by the farmer with the proceeds 
of such loans. This is generally referred to as long-term or land- 
mortgage credit. 

Sewnd. The farmer's temporary or annually recurring require- 
ments, by which is meant the money needed by him to miance his 
operations during the time that the crops are being produced. These 
temporary requirements recur every year and embrace the financial 
needs of the farmer for the purpose of preparing the land, sowing and 
cultivating the crops, and harvesting the same. This is generally 
referred to as personal or short-t«rm credit. But the short-term 
credit of the farmer should be distinguished from the short-term 
credit of the merchant or manufacturer. The merchant requires 
banking accommodation for 30, 60, or 90 days, during which period 
he can dbpose of the stock acquired and repay the loan; in contrast, 
the fanner mav require short-term credit extending from the time 
the crops are plantea untO they are harvested, and this may be fixed 
approximately at from 90 days to 1 year. After the crops are 
harvested and stored in a barn, elevator, or warehouse, the need of 
agricultural banking is lai^ely removed, as the financial handling of 
the crops so stored then comes under the province of commercial 
banking. 

The questions, therefore, to be considered resolve themselves into 
the methods of fumishii^ for the fanner loi^term, or land-mortgage, 
credit and short-term, or personal, credit. For convenience in dis- 
cussing these two systems of credit, long-term, or land-mortgage, credit 
will be hereaftw referred to as mortg^e credit, because such credit 
must ueceesarily be based on the security of the land owned by the 
farmer and because such mortgage credit must for convenience be 
^ain subdivided into loi^-term mortgage credit and ^ort-t ^m mo rt- 
gage credit, aa will be hereiiiaTfer shown. Short-term credit, or per- 
dSlfti credit, as above defined, will be hereinafter referred to aa per* 
aonal credit. 
Vi In the opinion of this conunisaion these iwg garieral claHseft of c redit .-- 
;! muat_be,lar^eiy se^yegat ed, although the two systems will naturally 
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touch at many points. Further, in the judgment of this commission, 
the devekjinient^of^a^ system of farm land banks i3„th£,moBt f^ 
I imgortanL aii<r th^ primary step to he taken in order to improve our 
a^cultur^l-credit conditions. It naturally and necea8anly_pificede8 
the development of personaLciedit. The history of Eiiropean sirstema'l 
has shown that tlie land-mortgage hanks preceaed the personaI-«redit 1 
hanks. In this country it is urgently necessary to create a land-' 
mortgage security which will be entirety licjuid By reason of haviw 
a ready market, which wUl run for a long time, which can be paid off 
in small annual or semiannual installments, and which wiU enable the 
land-owning farmer to use most advantageously his best banking 
asset, land, s^ the basis of credit. 

In this part of the report the problems of mortgage credit will be 
first considered, since definite recommendations have already been 
carefully prepared suggesting important national legislation. The 
problems of personal credit will follow in a separate section of the 
report to be submitted at an early date. 

In discussing the bearing of the experience of the European coun- 
tries upon this question, spe cial referen ce may be made to G erma ny 
as an illustration, since botii systems of credit have attained very 
great efficiency in that Empire and remarkable .re^ultsjothe farmer 
ha'^reTbEeii "secured, doubtless to a large extent as a result of the 
growth of agricultural credit. If space permitted, this comparison 
could be extended to other countries which were visited by the com- 
mission to good advantage, but probably additional ana extended 
comparisons would make tnia report too voluminous. 

In considering the conditions m Germany, as applying to the con- 
ditions in the United States, the e ssential poip ts of difforencflj)!atween .-- . fp 
th e two countries should always he borne in iriin J.~ In size the Gei^ ^ ^ 
man liimpire is about equal to the area of the State of Texas after 
cutting o3- from Texas an area as lai^e as the State of Alabama. In r,. L 
population the German Empire contains about 68,000,000 people, or ' ■ 
more than two-thirds of the population of the whole United States. 
■ In inteT^sivH fflrtniT^g the Ge rmans are far ahead of our own farming 
population, and the average productio n in Germany has increased , '.- 
gre atly, while our averagey^iemjer acre has inff^<"^'»^'^ P"t Hl^wly In [. , '• 
Germtmy, the population m a given~district is largely homogeneous, '., 
and tEeindiYiduaTlsi so to speak, attached to the soil, the same * ' 
farms continuing in the same families for generations. In this coun- . ,_ 
try su(^a_<;o pmtion is seldomf9.und. In Germany, on account of ' ^', 
the limited supply oflanff anHTSe large population, and on account li J ' 
of the known productivity of each piece of land, the value of that land i- ^,.- 
is easily ascertained and varies within very slight limits. Iq^this -. 
country the variat ions in value ^are very great. In Germany the i - 
average farm is about 'za acres; m this country the average farm is . , ■ 
138 acres. In Germany the credit and resources of the mdividual 
in a community are known to practically every other individual in 
that community: in this country no such acciu*ate information is 
obtainable. In Germany the small farmer, his wife, and cluldreD all 
do manual work on the mrm ; in this country such a condition is rare. 
In Germany the people have been trained to a supervision and control 
of their operation by Bt rict~ go vernment Regulations, which would not 
be favored in this country. ^'" 

Bearing in mind these essential distinctions and considerations, we 
may now consider specifically the subject of mortgage credit. 
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PARTn. 

IiANI>-HOBTaAO& OB LONG-TERM OBBDIT. 



Mortgage credit, organized into a special system of banking, has 
existed in Europe eince the rei^ of Frederick the Great. Begmning 
in Prussia, this system of banMng has grown until mortg^e institu- 
tions have been organized under authonh' of law in practically every 
European State. Neither in method of organization nor in detad 
of operation does there exist uniformity in type. The banks of one 
country, doing precisely the same character of business, may differ 
widely from wose of another country; and it is possible to find di- 
vergent types in successful operation under the laws of the same 
country. Agricultural conditions do not vary more widely in the 
different States in our country than do conditions in the several 
states and provinces in Europe where these banks have been success- 
fully operated over long periods of time. Therefore, a careful study 
of European experience with mortgage banks forces the conviction 
that the basic principles of mortgage banks are well adapted to meet 
the necessities of American agriculture. It is a question of wisely 
applying well-established principles rather than of copying methoi^ 
of organization. 

Land-mortgage bond^, — One general principle which underlies all \ 
mortgage ban^ of Europe is the issue of bonds which are based on 
the collective value or security of many individual mortgages on real / 
estate. It is the mei^ing of the credjt demands and the property 
resources of many individuals, somewhat similarly situated, into 
one financial transaction. States, municipalities, counties, and other 
organized communities in the United States have adopted this 
pnnciple. Public improvements of all kinds are commonly con- 
structed from the proceeds of bonds issued against the total taxable 
wealth of a political division and are sold in the open markets. 
These bonds are justly popular and have made possible the construc- 
tion of many mighty works of civilization. 

Similarly, one of the chief advantages which corporate laws have 
conferred is the cheap credit which Qie concentration of resources 
has made possible. For this reason, principally, those lines of busi- 
ness which can be pursued under a corporate organization have 
made marvelous growth during the past few decades in tlie United 
States. 

But ^riculture is best adapted to individual ownership and 
management. The \ei,vm making possible cheap credit to politicd 
communities and to corporations have been of no advantage to 
agriculture. It is not singular that agriculture should languish in 
comparison with the growth of these other lines of human endeavor, 
but it is strange that we have neglected to extend the scope of these 
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laws BO as to meet the business requirements of farmers whose 
calling prevents them from adopting corporate methods of trans- 
acting Dusiness. 

SkorHerm and hm^-term mortgages and amortization. — Mort»ige 
credit is generally divided into snort and long term loans. This 
distinction is based upon the duration of the loan and also upon 
the method of repaymg the principal sum. Short-term loans are 
defined for our purposes as those made for a shorter period than 
five years, the principal being repayable at the maturity of the 
loan. All loans exceeding five years are classified as long-term 
loans, the principal sum being repayable in small annual or semi- 
annual payments. The latter method of repayment is technically 
known as "amortization." T^e iss ue of_ l^and-jao rt^a ge bo nds a nd / 
t he method of amortiz ation payments are^e '^'°tlnl■ ^ye-jeatu ^es/ 



Europea n lon g-term mortg age credit which should be preserved' 

lean system Orifni<f-nrortgage banking, Undi 



in any Amencan system Ofnaiiff-nrortgage banking. Under this 
plan, the duration of a loan is determined by the rate of amortiza- 
tion, while the interest charge is fixed by tbe market value of the 
bonds and the bank's charge for administration. If 4 per cent 
bondsaresellingatparand the Dank charges thirty-fiveone-hundredths 
of 1 per cent tor administration, then an amortization rate of fifty 
one-hundredths of 1 per cent will extinguish the debt in 54 J years;/ 
that is to say, the borrower will pay the bank a rate of 4.85 per cent* 
on the sum borrowed for 54^ years. The bank divides this pay- 
ment into three parte; 4 ^er cent goes to pay tbe interest due on the 
collateral trust bond which the bank issued to secure the money 
which was loaned to the farmer; fiftv one-hundredths of 1 per cent 
is applied toward the payment of tne principal, and the bank re- 
ceives thirty-five one-hundredths of 1 per cent for expenses and 
profits. If the bond sells below par, eitner the farmer must pay a 
commission to the bank or the .discount must be met by the bank 
from its administration fund; on the other hand, if the bonds sell 
above par, the premium may go to the borrower or to the institu- 
tion in the form of profit. flflTiBrq,lly HpnalfiTiP, the intfilfist-rate to | 



th e borrower is determin ed b y the. market. yalug. of the bank's col- 
' i, generally refe 



la teral tr uat^ bonds, generally referred to a a land-m ortaag.e. bonds. I 
the rate to the borrower rising 8s'{he~"bohd falls Below par, and 
lowering as it advances above. par. 

If the rate for amortization is higher than fifty one-hundredths of 
1 per cent, the loan will necessaruy be extinguished in a shorter 
period than 64J years. 

A limitation as to time is usually fixed by law as well as to the rate 
which the bank may charge for administration. In actual operation 
in Europe the time limitation varies in general from 30 to 60 years, 
and the charge for administration varies from fifteen one-hundredths 
of 1 per cent in a purely mutual association of borrowers to thirty- 
five one-hundredths of 1 per cent in loint-stock banks. The French 
law allows amai^inof sixty one-hundredths of 1 per cent, as does the 
recent Spanish law. This charge is computed on the principal sum 
remaining unpaid, and in long-time loans it is therefore a constantly 
decreasing charge to the borrower. 

These rates of payment for interest, amortization, and adminis- 
tration are definitely fixed in the terms of the mortgt^ and can not 
be changed by the bank. The borrower, however, is always given 
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the right to dischai^ his obligations at any interest period after aL 
fixed time. This period is commonly designated in Europe as 10 11 
years. Tliis right is a double protection to the borrower. First, H 
it protects the debtor against any demand for payment of his entire i 
debt or an increase in the annual interest charges; second, the pro- 1 
vision for repayment at pleasure ^vea the borrower complete pro- 
tection against a general fall in interest rates. This will oe a rery 
important feature to American debtors, since the tendency in the 
Umted States will he toward lower interest rates for farmers. Under 
such a contract a borrower could safely assume a hability maturing 
regularly over a long period of time, because if interest rates were 
to fall he could borrow money elsewhere at the lower rate of interest, 
discharge his obligation, and thus secure the advantages of a cheaper 
rat« on money. 

Tax exempticms, — To place these collective farm loans at as low a 
rate of inter^ as the community is able to secure, the securitieajnust 
be freeH"ffbm^ta^atiQli. This principle has been rect^nized generally 
in all'Iegislation authorizing the issumg of bonds based on the taxing 
power. Both in federal and in state borrowing such bonds are 
generally freed from taxation. In the matter of real-estate mort- 
gages, however, this principle is not so generally rect^nized. In 
some States mortgages are freed from taxation if the money is 
loaned at a rate not higher than that specified by the act granting 
immunity from taxation. In other States only a certain sum is re- 
lieved from taxation. In each of these exemptions, the State recog- 
nizes that a low rate of interest on mortgages is in the interest of 
the general welfare. 

It can not be denied that taxation by a State of the mortage and 
of the real estate on which the mortgage is predicated is double 
taxation. A farmer can not with safety go in debt for 60 per cent of 
the value of improve'd real estate and pay taxes on both the land and \ 
the mortgage. President Taft, in his letter to the governors of I 
our States, asserted that farmers are paying higher interest rates i 
than any other class of business men. It can oe asserted with entire | 
confidence that they are also paying a higher taxation in proportion to [ 
their property holdings than .any other class of citizens. In the ; 
Middle West, where land values range from $100 upward per acre, if ' 
the land be mortgaged for 50 per cent of its value, and if the mort- ! 
gage is taxed, the debtor owner is investing $50 per acre and paying j 
mterest on $50 per acre. He is also paying directly the tax on the I 
land and paying indirectly the tax on the mortgage. Under these con- ; 
ditions — rising l and values and cumulatj , Y <i tftyt'^Tl — t*'P ^■'"'^ ii 
slowly b ut ai TTfly passing away irom resident .OjEQiaship to landlord 
ownership ^ Furrn 'lehaJicv^'tnn'Tpnia^lY o^i th e increase . 

Witfioutr aTmoditication of our taxation I'^a, howev^, the sub- 
stitution of the European svstem of land mortgage will materially 
increase the possibilities of taxing fictitious values. Under that 
system the lender and the borrower have no direct relation with each 
other. The lender creditor does not receive the obligation of the 
borrower debtor, who issues his obligation — the mortgage — to a 
bank, and this bank in turn issues a second obligation — ^the collateral 
trust bond or land-mortgage bond — ^to the real creditor, the man 
who invests his money. If all these values are taxed — the land, the 
mortgage, and the bond — we will have increased the burdeu of 
S. Doc. 380, 63-2 i , - , 
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ttucation, which, under present conditions, reBts so heavily on the 
owners of morte^ed real estate. 

One of the leading purposes of a rational system of mortgf^ 
credits is to enable any honest, industrious agricultural laborer or 
tenant to acquire, by a part payment of the purchase price, imme- 
diate control and ultunate ownership of a tract of land, and thereby 
[^eck the growing evil of tenancy. At the same time tiie system 
should enable any owner of a^cultural real estate to secure capital 
on terms which will enable him to improve his holding and to ren- 
der his land more productive. In either instance, the torma n^imf 
be such as to prevent tem p orary crop failure from driving the ow ner 
f rOia hlfl farm and Irom causing the loss^ of alPESYmg a; TheStf^Te 
worthy purposes, and they will promote in the largest and best sense 
the general welfare of our Republic. These ends can not be attained 
in the highest degree except by a recognition of their public charac- 
ter and a remission of taxation on the paper values which are created, 
I in order fo^hcourage tke acquisition of farms by their operators and 
also the improvement of farm properties. The public retains all real 
values of property for taxation purposes, and these real values will 
be largely enhanced by the investment of lar^e sums of capital which 
will be attracted to the farms under such le^lation. 
I Land tiiUs, exemptions, and foreclosures. — The titles to land, exempt 
tions from execution, and legal processes for foreclosure in default of 
payment are important considerations in the operation of any system 
[ of mortg^e banks. la Europe t he States usually guarantee l and 
t itles, and the laws chartermg^M&rtgage banks usually grant special 
process_of ftrr e c lo g u r e. — Murwver," PlBrB "arg~n5 nBlty~no exemptions 
o f Ebmes teaB"" "rights which are granted by law. The^b oiro wer la 
gven_iow rates" 6fl nt5fBgt7'tolig'''TmIc7ftrid the right of rep ayment of 
^e pr inci pal inp i nSll"fi<i uiimiiiim) ^fpiniint.B; "But il tie ncgr§i5S*"&r 
•efuses to keep nis contracts as to these payments, then he must 
ipeedily forfeit his property. There are no long. exnenBive oroc eHapB 
It forenlnaiir e. But in the disposal of property by auction under 
-oreclosure proceedings the creditor takes only the amount of his 
debt plus foreclosure Kiroenses, the balance oi the proceeds of sale 
' being returned to the debtor as his right. 

Un der our form of gov ernment these important matters M-e under 
State sovereignty and are subject to State legislation. Every student 
of the subject must conclude that the States should adnpt anmn av a- 
fpm n.1 gfnfa mipranf.^A rtf ^jjt,|^ as, for msEancc, ttie^^ilpiTens system. 
I t is against the best interest of the general public to TTa ve "poss ible 
le gal cfcputes" QTer Qi.e ""owngi^p"of land! Tne"to'^"iHCiliflltt to Such 
uncertainty falls primSTly on'tEe landowner, but in the end this 
loss is transferred to the general pubhc becwjse th e food and shel ter 
of the Nation is secured frnm tVifi soil It is a recognition of this 
economic lact which justifies and sustains wise legislation to promote 
the best interest of agriculture. European Governments have gen- 

Ierally recognized this fact. The same may he said of Austrahan and 
Canadian Provinces. Some American States have taken the first 
step, and the United States Government has recognized the principle 
by prescribing the Torrena system for the Philippine Islands. 
It is obvious that a collateral trust land-mortgage bond wUl not 
become a prime security on the general market if there is any doubt 
as to the aoiUty of the bank whidi issues it to meet the required pay- 
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mentrS promptly. The bank can haye but two sources of income for 
this purpose; one is the contract payment to be made by the borrower, . 
and the other is the sale of the land in case of default of such pay- 1 
ment. In European countries such default is of rare occurrence and 
the sale of mortgaged property very exceptional. In our own country, 
where the earmng capacity of our people is greater than on the Con- 
tinent, such default, under similar contract provisions, would be prac- 
tically nil; but the legal process for prompt relief, in case such default 
should occur, is imperative for the protection of the bank which has 
guaranteed these payments to the holder of the collateral trust land- 
\ mortgage bond. Herein lies the chief difficulty which our dual form 
of government imposes if this system of banks is to be organized 
under Federal charter. 

Area of operation. — These considerations naturally surest the 
V State as the unil-for the operation of a mortgage bank. The laws 
of a State are uniform. The jalue of an issue of collateral trust land- 
mortgage bonds by a bank depends on a correct valuation of the 
mortgaged lands; and long-time loans involve a supervision or over- 
si^t B3 to the management of the property to prevant depreciation 
in the security. These very important features can be arranged 
most advantageously if the operations of the bank be restricted 
within a reasonable area. Moreover, European experience indicates 
that mortgage banks succeed best when confined to a limited area. 
Our States approach in area many of their lai^est nations. Hence 
it is quite certain that a State is the largest pohtical division against 
which a series of collateral trust bonds should be issued by a mort- 
gage bank. -^^ 

General charaderiatica.—'Yh&ea are other restrictions which should 
be imposed on mortgage banks. Their resources should always be^ 
'Xi a fixed ratio to their liabilities. The earlier mortgt^e banks in 
Europe were permitted to issue collateral trust bonds up to 20 times 
the amount of their capital and surplus. The tendency has been to 
reduce this volume to 15 times their r6so"arce3, which would seem to 
be a better ratio. At this proportion, banks reported to this com- 
mission that they were declaring annual dividends at from 12 per 
cent to 14 per cent, so that no just complaint can be made on the 
basis of earning power. 

The capital and surplus of the mortgage bank should not be entirely^ 
3j invested in long-term mortgage loans, but should be invested in other 
securities. The resources of the bank may very properly be advanced 
in loans for short periods, pending an issue of its collateral trust bonds, 
\or they might be temporarily invested in its own securities. The full 
success of a mortgage bank can not be assured unless a market is 
always present for its bonds. The desirability of a security, from 
an investment standpoint, does not depend wholly on the rate of 
income; the question of a ready cash market at a fixed value — its 
convertibility into cash at the will of the holder — is an important 
feature of an investment. The land-mortgage bond is an invention! 
to render liquid the value of real estate; and, therefore, the bank 
which issues these collateral trust bonds should be prepared to repur- 
chase them when they are offered on the market. Much of the 
capital of the bank shoidd be available for this purpose and should 
not be tied up in long-time loans."! 
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From its nature, morteage business is distinct from commercial bank- 
ing. In mortgage banks the money to be loaned is derived from the 
8ale of bonds, and the capital of the bank is to be largely invested in 
interest-bearing securities. Short-time personal loan Business should 
I be avoided or minimized, deposits should be restricted, either in 
I amount or kind. Yet experience has demonstrated that mortgage 
I banks should accept a limited volume of such business. The nature 
I of their business dealings with theii' clients lead the latter to desire to 
leave money in their care for short periods and for special purposes. 
I fThe bank should collect bills, drafts, and other similar paper. Thus, 
I for the convenience of its cHents, mortgage banks should be permitted 
j to receive deposits of money, but careful restrictions along this line 
I are desirable. ] 

Type of instimHon. — There can well be honest difference of opinion 
&a to the style of corporation which is best adapted to promote long- 
time rural credit. European experience can give but little he^ 
to solve this question. The oldest form is the landschaft, which is ] 
a purely cooperative association of borrowers. Originally the land- 
schaft was a mutual association, in which the borrowers assumed 
tan unlimited mutual liability. A member owning real estate mort- 
' gaged his lands and was given the amount of his mortgage in land- 
schaft bonds based on the collective value of all the lands of the 
\ members of the association. He then sold the landschaft bonds to 
Whatever customer he could find. The association simply issued! 
Ibonds against a collective security and delivered these bonds to the 
borrower in exchange for his mortgage, but it gave no assistance to 
the borrower in either selling the bonds or sustaining their value in 
\Ahe market after the sale. The landschaft was a pure association of 
Dorrowers. These bonds, while perfectly sound, were not highly 
liquid. 

Later joint-stock banks were established, with that alertness wbich| 
capital always displays, accepted the bond feature of the landschaft, 
but oi^anized a sellmg agency to dispose of the bonds issued by 
the bank and deliverea to the doi . i ■ __ . ■ _ . ;. .i 



_ . , supported by ample capital 

to repurchase these bonds when they were offered on the market. 
These banks were thus able to supply the borrower with the money 
rather than with their own bonds, and by their constant readiness 
to repurchase their securities in the market rendered these bonds 
liquid. The proportion of capital to the bonds issued was sudi as 
to fully guarantee the soundness of the issue. Tiiis competition in 
turn induced the cooperative association or landschaft to organize 
selling agencies, or a banking division, which receives the bonds 
issued by the landschaft, sells them in the market, and gives the 
cash proceeds to the borrower. Thus the business methods of the 
two extreme types of banks in Germany are almost exactly the same. 

It is to be noted that the "new landschaft" associatioi:^ limit thel 
liability of their membership, thus the more closely approaching the 
joint-stock banks in business methods. The mam oifEerences are, 
the joint-stock banks have a subscribed capital and declare divi- 
den<^, whereas the landschaft do not have share capital and do not 
declare dividends. Both organizations, however, make profits and 
accumulate surplus funds. 

Landschaft associations can loan only on rural real estate within 
the province where they are chartered, whereas joint-stock banks 
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loan on both urban and rural property. Both types are in succesBful 
operation, and , in our opinion, either type can be successfully operated 
in different parts of this country with varying degrees of success. 

We recommend, howeverj as best suited to our people, a bank with . 
a foundation share capital limited to loans on agncultural real estate i 
within a circumscribed area. The minimum capital shondd not be I 
less than $10,000, with compulsory increase, either by accumulation I 
of surplus funds or sale of capital stock in proportion to th© increase 1 
in the volume of its business. ' 

Cooperative hanks. — ^The general spread of cooperation amor^ the 
farmers of the United States should be fully recognized and every 
opportunity should be given for the growth of uiese cooperative t 
pnnciples. In the judgment of the commission, any legislation / 
providing for the establishment of land-mortgage banks should j 
authorize the establishment of cooperative as well as private joints I 
stock institutions. A^ attempt to force all institutions mto one form I 
would probably fail. There should, however, be no differences in the ' 
methods of domg business, the only difference being in the form of 
oreanjzation. 

Both types of institution should without doubt be required to have 
^a foundation capital. Even the landschaften have, during the 
last quarter of a century, found it advantageous to have landschaft 
banks organized as sister institutions. This follows American practice 
in business generally, since even farmers' cooperative societies almost 
untformly start with at least a small share capital. 

The American people are so thoroughly accustomed to th© principle 
\ of double liability that no attempt could advantageously be made to 
^reduce it. Mortgage banks oi^anized by farmers are likeiy to be small 
at first in many parts of the country, and for that reason, if no 
other^ it would be wise to authorize these to assume any amount of 
liability desired by the members. Having in mind the effect upon 
the sellii^ value of the bonds in the open market, it might be wise to 
emphasize the advantage of assumii^ a much higher liability. 
Greater liability than that generally approved in the country at th© 
present time should not, however, be required. 

The only difference in organization prescribed by law would be: 
(1) Cooperative banks would be required to limit iJie numb^ of •/ 
shares of capital owned by each member, while the other banks would 
make no limitations; (2) in cooperative banks each member would 
^ bave one vote and only one, no matter how many shares of stock he 
owned, while in other banks each share of stock would have one 
vote; (3) in cooperative banks, after a small rate of interest had 
been paid, the remainder of the net earnings, if any, would be dis- 
tributed among the patrons on the basis of business aone, in contrast 
with the distribution of all net ©amii^ in the form of dividends on 
capital stock in the other institutions. Under the plans su^ested, 
there is no reason why any group of farmers in any county should not 
oiganiz© its own institution on cooperative principles. It would also 
be thoroughly practicable for any latter group of farmers already 
organized for other purposes (such as a stato grange, union, alliance, " 
or equity society) to form a laige central state mstitution on co- 
operative principles, with all the strength of similar institutions 
found in the various European oxiuntries visited. 
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State aid. — There is room for an honeet difference of opinion as to 

the question of state aid, if only European experience is consulted. 

A few illustrations will suffice. "In Austria, the mortgage banks axa 

. state or provincial institutions whose bonds are guaranteed by the 

I state or province chartering the banks. In Hungary, there is a 

1 compromise between these two principles, the State advancing a 

\ part of the foundation coital, while founders' shares were sola to 

[secure additional capital The control of the institution rests 

between those who contributed the founders' shares and those who 

imake the loans. In France, the State gave a subsidy of $2,000,000 
to the Cr^t Foncier, and gave it a monopoly of the long-term mort- 
gajge business. The remamder of the capital, however, has been 
raised by the sale of stock, and in all essential features this bank is 
a private joint-stock institution with certain special privileges 
granted bylaw. 
In every instance in Europe where govern ment capit ^ has been 
granted to establish mortgage, credit, the results have be^ favorable 
to the agricultural inter^ta_ofThat nation. It is our opinion that "7 
such aid should not be extended in the United States. Our farm | 
property is computed to be worth $40,000,000,000, and is rapidly J 
increasing in value. Surely this vast property, whose value is as 
stable as the foundations of our Government, is sufficient to attract 
capital in ample volume to improve and cultivate its area, without 
^ subvention from our Government Treasury. The ideli of Federal [ 
I aid is always attractive and commands many able and earnest advo- \ 
L cates; but self-help should be the motto of our_new apiculture. If 
given the~ffpportunitv, under Eberal ehacEment oriaw, the savings 
of our Nation will gladly invest in this safe field and relieve the 
Federal Treasury of any necessity to finance the project. It is wise \ 
legislation, rather than hberal appropriations or loans, wMch rural ( 
credit mostly needs at our hands. 

Ofiarter.— It is a mooted question whether these banks should be"^ 
chartered by the States or the Nation. There can be no question but | 
that it is a subject entirely appropriate for the State legislaturea. If J 
the question could receive serious consideration from every State 
and fairly uniform legislation were to be enacted without undue 
delay, it is to be conceded that this would be a happy solution, but 
the experience in this country in the effort to secure uniform legisla- 
tion r^arding negotiable instruments, divorce laws, etc., has 
demonstrated the difficulty of securing uniform State legislation by 
independent action. 

Moreover, it is true that the investing class ia the United States 
seems to place more confidence in Federal than in State supervision 
- of financial institutions. Whether this confidence is justified or not, 
the fact remains the same, and certainly any system which increases 
the confidence of the investor in the securittes to be issued is worthy 
of serious consideration. 

With 48 StateSj each creating under its own laws separate land- 
mortgage banks, limited in their operation to that State, or, perhaps, 
authorized to operate in other States, with each bank issuing deben- 
tures based on valuations made under its State laws, with the reserved 
rights in the States to amend, alter, or repeal the charters of such 
banks, and with the competition for investment money thereby 
necessarily aroused when the various State banlra offer th^ mortgage 
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bonds to the public, aa well as for other reasons too numerous to " 
mention, it would seem that as a practical question the incorporation 
of land-mortgage banks under Federal ch^i^er is desirable. 

Bonds as investment.— M-oreoYet, it will be conceded that land* 
mortgage bonds, if properly issued and aecuredj should be accepted as 
a legal inrestment for the great aocumulations now gathered in 
savings banks, in insurance companies, and in postal savings. It can>' 
hardly be hoped that these land-mortgage bonds shall be recognized 
as a nrst-class liquid security if they are shut out from these great 
accumulations of money. It would hardly be fair to shut them out 
from these accumulations when railroad, municipal, State, and 
national bonds can be used hj the same, or some of them, as an invest- 
ment. With varying laws m the diflFerent States and with varying 
methods of supervision and control under different State laws, it 
would be extremely difficult to have these bonds recognized generally 
as a proper and legal investment for these accumulations and for 
trust funds or of funds under the direction of the court. But if theseA 
bonds were issued by banks chartered by the National Government, , 
which banks were subject to a rigid supervision on the part of the 
federal officers, a uniformity would be Drought about which would • 
be desirable, and the bonds would be much more likely to hej 
accepted as a I^al investment for these funds. 

Moreover, with varying cond ition s and laws as to the r^istration 
of land titles and as to conveyances, as to taxation of mortgages and 
as to methods of foreclosure, it would become exceedingly difficult 
for the investorTo ascerXain just which of the banks chartered by the 
different States was issuing bonds most desirable for investment^ 
The necessity for comparing these differing conditions, and the very 
fact that differing conditions existed, would make the invest-or more 
timid and would tend to prevent the security from becoming liquid. 
But, on the other hand, the Federal Government, by authorizing the 
creation of such banks under federal charter, can readily impose 
conditions and restrictions upon the operation of such banks andean 
readily extend certain privileges to such banks only when its condi- 
tions are complied with, thereby tending to standfu-dize the land- 
mortage bonds issued against the lands in any given State and 
tending to secure a uniformity in the laws governing the registration 
of land titles, conveyancing, taxation of mortgf^es, and methods of 
foreclosure. 

Land-morteage bonds, when issued under ri^d Government 
supervision, form an ideal kind of investment or trust security, 
because they bear a fair rate of interest, command a ready market, 
and exhibit great stability of value. All speculation is avoided by 
" restricting mortgage banl^ to the granting of loans to private owners 
of land; and when such loans are granted, to the issuing of collateral 
trust bonds only to the amount of the loans. The capital of the bank 
is required to lie invested chiefly in other safe interest-bearing securi- 
ties, and this remains as an additional security to the holders of the 
bonds. Under these conditions such bonds axe of the highest type of 
absolutely safe investment. Their value in no wise depends upon 
speculative elements and varies but little, presenting a favorable 
contrast with railway and commercial stocks and bonds. Even 
English consols have declined from 113 in 1896 to 90 in 1912. Othw 
prominent commercial securities have recorded an even wider rai^e 
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\ in price. No such Toriation in price can be found in any series of 

1 mortgage bonds which were issued under Government regulation. 

1 Such securities justly merit a wide investment field on accouDt 

I of their intrinsic worth. The National Govermneut is fully justified 

in extending a generous recognition to these bonds because they are 

issued to aid and develop a^culture. All commercial banks, savings 

banks, insurance companies, and other like institutions should be 

\ permitted and encouraged by State and Federal legislation to invest 

t their funds in these bonds; both State and National Governments^ as 

\ well as private enterprises, should receive these bonds as approved 

VcoUateral in all transactions including hke securities. The Govem- 

Went may not justify the use of pubUc funds to promote purely pri- 

fvate enterprises, but we are beginning to comprehend that the 

/Government itself is a cooperative enterprise. 

CoTielttaions. — Day by day we are using the power of the whole 
people to do more cheap^ "Or"ttbre efBciently soffiB" duty which 
had hitherto ^beelTjJPiTormed by the individual. In agriculture 
we have been a pioneer people, actively engaged in taking pos- 
session of the aunace of a great empire. Our farmers have been 
eng^ed in the-luxd labor of nnproving their farms, building school- 
houses and ch^rdies, and constructing bridges and roads for the 
pubUc welfare^ZScience has but recently informed us that the fer- 
tihty of our soils must be maintained and where depleted must be 
restored. We all know that our herds of meat-bearing animals must 
be increased. 

While it may be said that these duties pertain particularly to the 
individual farmers, it can he answered in reply that farmers have not 
been able to accumidate sufScient free capital to meet the present 



situation. Our population has grown more rapidly than 
ture has been able to expand on a scientific basis. 
possible for our railroads and other highly organized 



a|pcul- 
It has been 

industries to 



look forward to the future and estimate the rapidly growing demands 
of the public on their services. And yet, in many directions^ we can 
see that our population hots outrun the ability <M our public-sefvRfe 
corporations to serve them efficiently. 

Agriculture has been the one great national industry which has 
been without oiganization and has been absolutely helpless before the 
wonderful growth of bur Nation. Thereforei_the financing of our 
farms has become a national problem. THe savings of theKation 
must flow out to the farms in order to put agriculture on a proper 
basis as compared with other organized industnes. This can only be 
done by wise and patriotic legislation. Farm securities must be 
honored by Nation, oj State, and by individual. Fortunately every- 
body will profit by such cooperation. The investor — from the 
smallest creditor to the largest capitalist — can purchase a security 
which has been thoroughly investigated by a bank under strict 
Government inspection, and which in addition is guaranteed by the 
capital of the bank. He has secured a bond which is practically as 
sale as a security can be. The owner of the property has been 
equally accommodated, since he can readOy secure a loan on his 
property up to 60 per cent of its value. The general public will 
be greatly benefited, because the cost of living wiB always be predi- 
cated upon the great law of supply of foodstuffs produced from the 
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earth, and the volume consumed by the people who inhabit the 
earth. 

There should be no hesitation, therefore, in enacting legislation 
which will give land-mortgage bonds — which are the naaia of all 
true long-term rural credit^that favorable position which is always 
accorded State and Federal bonds, for both are based on the public 
wealth and are issued to strengthen and to perpetuate our Nation. 

In closing this section of its report the commission desires to 
refer to the fact that the commercial world has had constructed for 
it a magnificent system of commercial banks; the frugal laborers 
and savers of the cities have their system of savings banks and build- 
ing and loim associations, and the great corporations have their 
trust companies. All of these and other similar financial institu- 
tions assist in the financing of the agricultural industry to some 
extent, but none of them is adequate or can be made adequate 
to supply this special need without a sacrifice to their present field 
of endeavor. The commission recognizes that too g^eat ease inn 
borrowing should not' be encouraged, since this might result in an 1 
unreasonable increase in farm debt. On the other nand, it should | 
not he forgotten that under the present system tenancy con- 
tinues to increase and farmers have outstanding obligations easily- 
exceeding two billions of dollars secured by mortgages on their 
farms, much of which was negotiated under very imftvorable cir- 
cumstances and with very high rates of interest. It is believed \ 
that under the plans which have been formulated herein, and which 
are intended to he supplementary to the existing system, tenancy 
. may he decreased, the needs of farmers be taken care of, and at j 
the same time the outstanding obligations may be refunded oa ' 
much more favorable terms and gradually reduced by the regular 
payment of small annual installments impossible under the genera) 
system now found in this country. 

As carrying out the conclusions reached by this commission in 
its efforts to formulate a plan for the creation of land-mortgage 
banks, a form of bill has been drafted, which is attached to this 
report as a part thereof, and which is respectfully recommended to 
the consideration of Congress as an outline of legislation providing 
adequate facilities for meeting the needs of the farmers for long-term 
or land-mortgage credit 
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INTERPRETATION OP LEGISLATION SUGGESTED OR A STATE- 
MENT OP THE CONSIDERATIONS WHICH HAVE LED THE 
COMMISSION TO SUGGEST THE BILL SUBMITTED HERE- 
WITH. 

[3ae page 53 for Uxt of bUI.] 



GENERAL STATEMENT, 

As indicated in the discusyion contained in this report the commis- 
sion was confronted from the beginning with several questions, fun- 
damental in their character ana requiring decision before any defi- 
nite plan could be agreed on. 

MOBTGAGE CREDIT AND PERSONAL ORBDIT. 

Foremost among these was the question as to whether any sjs-'l 
tern of banking could properly provide for the needs of both mortgage I 
and personal credit or whether it should be limited to the former.j 
Some of the members of the commission were at first strongly imbued"^ 
with the idea that both phases of the problem should be combined 
in any proposed le^lation. A bill lookmg toward this end had been 
introduced in the Senate by one of the members of the commisaion, 
and this bill received the most careful consideration. But, after 
a more careful and thorough study of the two problems, the com- 
mission decided to draft a bill dealing exclusively with mortgage 
credit, and that the requirements of personal credit could be more 
suitably met by a separate measure. 

The commercial banking system, as outlined in the Federal reserve 
act, is essentially a system designed to meet short-time credit re- 
quirements. Unquestionably, the commercial banking bill recently 
adopted will largely extend mo facilities now afforded for stable con- 
ditions in bankiug; for an avoidance of the panics which have hereto- 
fore threatened our whole financial structure; and, through the sys- 
tem of rediscounting provided, will provide for an increase or decrease 
in the volume of our currency to correspond with the requirements of 



These provisions will benefit the farmer as well as the other great 
induatrial classes of the country; and while it would seem that many 
of the requirements of the farmer could not be provided for in a pure 
system of commercial bankiug, yet it was felt that with the changes 
in the commercial bankiug system the needs of the farmers would 
be partially met' while those not specifically covered in that system 
could be best dealt with through additional legislation. 

27 
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CENTRAL BANK V. INDEPENDENT BANES. 

A second great question which confronted the commission was the') 
question as to whether it should recommend a central bank,/ 
which alone should issue land-bank bonds based on mortgages \ 
guaranteed by local institutions and forwarded to the central bank. \ 
The arguments in favor of such an institution were elaborately pre-, 
sented and carefully considered. It was urged, with great force, 
before the commission that a single central bank of issue, having a 
largo capital and alone emitting land-bank bonds, would create a 
confidence in the investii^ public which would tend to improve 
the market for mortgage loans, which would standardize the farm 
bond as aninvestment, and which would in many ways redound to the 
interest of the farmer. The plan of creating a number of small banks, 
limited in their operations to subdivisions of the State, controlled 
and operated by local people, paying restricted dividends and ulti- 
mately becoming mutualized, was worked out in detail and carefully 
considered. The plan of having these institutions guarantee the mort- 
gage loans made m the community and of forwarding them through 
a State institution owned by these small local institutions (and 
which, in turn, would guarantee such mortgages) up to a national 
institution, which alone should issue land-bank bonds, was fully 
considered. The advantages and disadvantages of such a plan were 
thought to be worthy of such serious consideration that a bill out- 
lining this method and providing for every detail of the operation 
of such banks in connection wiSi mortgage credit was drawn up 
and fully discussed. 

But, after a most careful consideration of this su^ested plan, 
the commission was convinced that this was not the best system. 
Recognizing the public sentiment which seems to exist against a 
central institution in any banking proposition, and j^et feelmg that 
the matter merited the fullest consideration on its merite, the 
commission gave to it the most careful study. As a result it became ; 
convinced that the system outlined in the bill which it had formu- I 
lated possessed advantages which a central bank plan would not 
possess and encouraged competitive banking to an extent that 
would not be possible under a bill providing for a central institution. 

ADVANTAGES OP INDEPENDENT BANES. 

As against the central bank idea, the bill suggested by the com- 
I mission affords com p et itive banking. It is founded on American 
models. It is based, to a large extent, on the plan of our national 
banking system, changed as the commission deemed wise to over- 
come the oiificulties which had heretofore been shown to attach to the 
national bankingplan. Under the provisions of this bill, any 10 peo^ 
pie can oiganize a separate and independent bank with a minimumj 
capital, with a fixed ratio between that capital and the volume on 
land-hank bonds which the banks may issue, and with an area of opera-l 
tions as wide as the State in which they are organized. Competi-J 
tion is invited in the organization of such institutions. The right] 
to organize such institutions is given to everyone, and the greatest 
latitude in operation is afforded that is thought to be consistent' 
with soundness and safety. 
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STATE OR FBDBBAI. rNCORPOEATION. 

The commisaion recognized that mortgage credit deals of necessity 
with land; that the laws affecting land are State laws; that there are 
48 States in the United States in which the laws goTeming convey- 
ancing, registration, foreclosure, exemption, taxation, and other suD- 
jects relating particularly to land are under State control and differ in 
various particulars. It recognized that while the Federal Government 
might exercise supervision over the land-bank bonds issued by banks 
oiganized imder Federal charter, yet the problem must of necessity 
be largely controlled by State laws and State requirements. It I 
believed that every latitude should be allowed to enable the incor- I 
porators of such aoank to meet these local conditions provided that I 
a strict Federal supervision over issues of land-bank bonds and over I 
the rules governing such banks which were not affected by specific ' 
State laws was adequately provided for. 

RECOMMEND FEDERAL CHARTERS WFTH OPERATIONS LIMrTED TO STATE 

AREA. 

In consequence the commission has concluded that, while competi- I 
tive banking should be encouraged, yet the loans of each bank should i 
be limited to one State. The land-bank bon'ds issued by such a bank, I 
based^on mortgages or deeds of trust upon lands in a single State, ' 
where the general provisions regarding conveyancing, registration, 
foreclosure, taxation, exemption, etc., are the same, would form an 
ideal kind of investment at home and abroad. 

That it would be unwise to extend the area of loan operations of a 
single bank beyond the confines of a given State must be apparent. 
In order to secure the confidence of tne investing public, the mort- 
gages or deeds of trust held by the banks issuing them as a security 
for their land-bank bonds must be governed by the same general laws. 
It would tend to destroy the confidence of the investor if he should 
feel that these mortgages" were subject in part to the laws of on© 
State and in part to a differing set of laws of a different State. It I 
is obvious that the land-bank bonds of the banks issuing them should I 
be based on mortgages or deeds of trust which are similar, certainly 
in so far as these fundamentals are concerned. ! 

VARYING INTEREST RATES IN DIFFERENT STATES. 

The commission also recognized that conditions in the various 
States are different, that the rates of interest paid for money vary 
in different localities between large extremes, and that the legisla- 
tures of the various States have recomized these varying interest rates 
by establishing widely varying legal rates of interest on loans. In 
one State the legal rate will be 6 per cent, while in another State it 
may be as high as 10 per cent, but the same legal rate exists all over 
a given State. 

In view of this it could hardly be hoped that the laud-bank bonds 
sold by a bank and based on mortgages in a State where the legal 
rate was 10 per cent could be sold on the same basis as similar bonds 
issued by a bank gainst mortgages in a State where the legal rate of 
interest was 6 per cent. The problem in some of its phases remains 
and must remain a State problem owing to our dual system of gov- 
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enunent. Obviouslyj anv attempt to force by Fedetal legislatioa 
one rate of interest m all the States would be futile. The law ofl 
demand and supply will control these rates, and legislation which 1 
attempted to enforce a single rate all over the country would result 1 
in matting it difBcult to sell land-bank bonds issued in a State where ' 
the current interest rates were higher than those attempted to be 
enforced through such legislation. On the other hand, once the j 
system of national farm-land banks is in operation in the various States I 
imder Federal law and the bonds are recognized as safe investments,! 
the tendency would be to reach not only a common but a lower level/ 
of interest rates. 

COMPETITIVE BANKINQ THE SOLUTIOS. 

A full consideration of these and many other phases of the prob- 
lem convinced the commission that the proper method of meeting 
these various conditions was to authorize competitive bankii^ and 
to permit a given number of men in any State to organize a banking 
Jnetitutiou, with power to act within that State and subject to 
\Federal control — mainly in the way of supervision and an enforce- 
ment of regulations — so as to prevent the misuse of the powers 
granted. Under the bill proposed any number of banks may be 
organized in a given State. Each bank can extend its operations 
over the whole or any part of the State. The amount of land-bank' 
bonds which may be issued bv the bank b fixed at a sum not to 
exceed 15 times its capital and surplus, so that the maximum ratio 
between the capital and surplus on the one hand and the outstand- 
ing obligations on the other is maintained. Thereby the percent- 
age of reserve held against these obfigations, over and above the real- 
estate security, is the same for the small bank as for the large bank, 
thus enabling the small bank to compete with the large bank in 
the sale of the land-bank bonds issued by it and based on real-estate 
loans. 

INDBPHNDENT BANKS SDITBD TO AMEIRIOAN BXPBEIENOE. 

Moreover, the commission became strongly convinced that the in- 
dividual institution is best suited to the American people, and that 
the exercise of governmental activities should be largely confined to 
a rigid supervision, after allowing the widest latitude to individual 
effort and initiative. Permission to organize separate and distinct 
institutions with a limitation as to the minimum amount of capital, 
with a fixed maximum ratio between capital and outstanding land- I 
bank bonds, and with a careful Federal supervision seemed to be 
better suited to American methods of procedure and to American 
experience in banking than would a centralized bank which alone 
should issue and market land-bank bonds based on mortgage loans. 

TET ATTRACTS 

The banks provided for under the bill suggested by the commisson 
will attract the investment of capital, because of the adequate and 
ample returns which that capital can obtain. On the other uand, the 
borrower is fully protected, because the amount of interest which the 
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bank can charge the borrower is limited to 1 per cent more than liie 
bank pays on its land-bank bonds. The administrative charges of 
the bank are confined to a given maximum. In these and other ways, 
the bank is prevented from taking advantage of the borrower and 
must content itself with a reasona me profit on each individual trans- 
action; while, on the other hand, tne volume of the transactions 
permitted is sufficientlr large to provide a reasonable return on tiie 
money invested in the Bank. The borrower, in case of falling interest 
rates, has the privilege of paying off his loan, so as to take advantage 
of such reduced interest charges; an d th e whole system is designed v^ 
primarily in the interest of the farmer, and secondarily so aa to offer 
a return on the capital invested, which will justify and bring about 
the estabhshment of these banks in all parta of our country and the 
investment of money in these institutions. 

OOOPBKATIVB INSTmjnONS ALSO AXJTHOKIZEU. 

While the commission did not believe that the pure Landschaft \ 
as originally organized in Grermany, or even the momfied Landschaft | 
as it now exists in that country, was suited to the conditions and 
requirements of the American people, it yet recognized the value of 
cooperative effort and the wisdom of permitting cooperative institu- 
tions to be organized. In consequence, provision is made in the biD \ 
for the organization of banks on a cooperative basis wherever desired. I 
In such cases the general principles of cooperation become apphcable 
to institutions working under this plan, and they cease to be purely 
private money-making organizations. 

QOVEBNMBNT FINANCIAL AID UNWISE AND UNNEOB88ART. 1 

In considering the question of the establishment of institutions / 
under Federal chartCT, naturally the question of Government aid 1 
came under discussion. The commission, from the beginning, has I 
been convinced that not only was Government aid unnecessary, but \ 
that it would be unwise. Tlie farmers of the country do not desire ■ 
any special privileges, and the idea of special privilege is, moreover, 
antagonistic to the aj^rit of our institutions. Government subven- 
tion IS not needed. The security of our farms, the value of which is 
reported to be over $40,000,000,000 and yieldmg an annual product 
of^the gross value approaching $10,000,000,000, is ample for the 
creation of a hquid security, which will be readilj accepted by in- 
vestors and which will enable the farmer to use his asset of land as 
readily &s the merchant uses his stock of goods. The farmer needs 
no special privilege and wants no special privilege, and none should^ 
be extended to him. 

BUT NO DISOROCINATION SHOULD BE MADE AGAINST FABU BANKS. 

While this is true, the commission believes that it is equally true 
that tbere should be no discrimination against the farmer, or against 
the bond issued on the security of his land. Inasmuch as the basis of \ 
our national wealth lies in the farms, the commission has felt that | 
land-bank bonds created under this act should be recognized aa be- i 
ing of the same class and as entitled to the same standing as the very v 
highest grade of railroad or industrial bonds. 
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LANI>-BANK BONDS A FROPEB INVESTMENT FOR SAVINGS. 

The greatest accumulations of money in this country are to-day 
contained m the mutual savings banks, in the great insurance com- 

fianies, and in our commercial banks. The commission has, there- 
ore, provided that the land-bank bonds, proposed to be issued by 
the banks organized under this act, should be placed in the same 
class with the highest jgrade of railroad and industrial bonds, and 
should be made available as legal investments for all classes of 
savings and for insurance reserves. 

It has also recognized that these land-bank bonds, based on farm 
lands at 50 percent of their value, are essentially an investment for trust 
funds and for postal-savings deposits, and has provided for legalizing 
their use as an investment for trust funds under the charge of the 
courts, and for the savings of the people at large, as evidenced by 
the postal savings deposits. The commission has attempted to place 
these bonds, when issued under Federal supervision by banks created 
under a Federal act, in the class of the very best investment securi-- 
ties. It has attempted to encourage their acceptance by the general \ 
public and by the average investor, through the plan of having them j 
officially recognized (as mey should be) as a legal investment U)t sav- 
ings, for insurance reserves, for the money of widows and orphans 
controlled by the courts, and for all those funds around the invest- 
ment of which the greatest and most rigid safeguards are thrown. ' 

THE CONTROLLING ASGUMENT IN FAVOB OF FEDERAL INCORFOBATION. 

And it is just here that one of the greatest advantages of Federal 
incorporation is shown. As heretofore stated, our 48 State sovereign- . 
ties represent a large number of differing methods of conveyancing, 
registration, foreclosuie, taxation, and exemption. The difficulty 
of securing imiformity of laws in these respects is obvious. The 
efforts that have heretofore been made to secure uniformity in laws 
governing negotiable instruments, in divorce laws, and in other direc- 
uons, have shown that it is at best a slow process, and thatj how- 
ever wise the proposed legislation may be, it is extremely difficult 
to arouse the people to the necessity of prompt action. 



But, through a Federal incorporation of farm-land banks, it would 
seem that this problem can be greatly simplified. The bill provides 
that any 10 persons can organize sucn a bank in a riven State. It 
authorizes the banks so organized to issue land-bank bonds against 
mortgages in that State. It gives to every such bank organized the 
same general powers and makes them subject to the same general 
restrictions. But it goes further and provides that the supervisory 
officer of the Feder^ Government may, by general rules, permit 

I the land-bank bonds issued by such banks to be used (1) as security 
tor the deposit of postal savings funds^ or (2) as a legal investment 
for funds accumulated as time deposits in national banking asso- 
ciations, or (3) as a legal investment for larust funds imder the 
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charge of United States courts, or in other ways, provided (1) 
the lawB governing registration, conveyancing, and foreclosure 
are simplified, or (2) provided exemptions as regards farm mort- 
gages are aboUshed, or (3) provided such lajia-bank bonds are 
made available as legal investments for saving funds, inaurance 
reserves and trust funds in that State. The object of these provi- 
sions is to encourage the passage of laws which will bring about uni- 
formity in State methods of conveyancing, registration, foreclosure, 
taxation and exemptions, and which will induce the States themselves 
to recognize these land-bank bonds as legal investments for savings- 
bank funds and trust funds under their control, thereby fixing their 
status as high-class investment securities. 

EXEMPTION FROM TAXATION. 

Finally the commission has recognized that, in order that the farmer 1 
shall get the benefit of the lowest interest rates, these land-bank bonds, \ 
as well as the mortgages or deeds of trust held by the banks as security 1 
for the same, must IM exempted from taxation. It will be conceded \ 
that the tax upon a mortgage ultimately comes out of the borrower, 
either directly or in the shape of an increased interest rate on the 
loan. The proposed securities are based on land, and land is the one 
asset which is always taxed and which can not evade taxation. The 
farmer must pay his proportion of governmental charges, because his 
land is always there and the assessor can always reach it. The 
Federal Government has no control over this tax on land and does 
not attempt to control it. But it is recognized that a tax on the 
mortgage created by the farmer upon this land or a tax upon the land- 
bank bond issued by the bank on the security of such mortgage, must 
ultimately be paid by the farmer in the shape of increased interestl 
charges. As an essential to the carrying out of any reform whichl 
will meet the farmer's requirements, this species of double taxation! 
must be done away with. Consequently, the bill provides for the , 
exemption from taxation not only of the capital stock of the banks I 
to be so oi^anized, but also of all the mortgages and deeds of trust 
held by the bank and of all the land-bank Iwnds issued by the bank 
against such mortgages and deeds of trust. In exempting the capital ' 
of the bank from taxation, the bill follows the Federal reserve act, on 
the theory that the same privilege in this respect should be extended 
to agricultural banks as to commercial banks. And in exempting 
from taxation the mortgages and deeds of trust, and the land-hank 
bonds issued against the same, the commission has recognized that 
such a tax is simply an additional charge agaiiut the fanner who has i 
already paid the direct tax on his land. It will be impossible to I 
secure money for the fanner on the best terms, unless ana until such I 
an exemption goes' into effect. 

The various other considerations which have influenced the com- 
mission in submitting this bill will appear in the detaUed discussion 
which foUows. 

S. Doc. 380, 63-2 3 
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DETAILED REVIEW OF THE BOX. 

|Sm page H Iw text ol bill.] 



Section 1 creates a short title which ia essentially descriptive, and 
which indicates the principal object of the bill. 

Section 2 creates a bureau in the Treasury Department for super- 
vising the operations of these banks. The bureau is to be headed by 
a commissioner of farm-land banks, whose position and duties largely 
correspond to those of the Ck)mptroller of the Currency in commercial 
banking. The commissioner of farm-land banks ia under the direc- 
tion of the Secretary of the Treasury. 

Section 3 provides for the appointment, the term of office, and the 
salary of the commissioner of farm-land banks, which in general cor- 
respond with the provisions governing the Comptroller of the Cur- 
rency. It also provides for the oath to be taken and the bond to be 
given by the commissioner of farm-land banks. 

Section 4 provides for the appointment, the duties, the oath, and 
bond of a deputy commissioner of farm-land banks. 

Section 5 provides for the seal of office. 

Section 6 provides for the office supplies, etc., of the new bureau, 
and for the employment, classification, etc., of necessary clerks. 

Section 7 prohibits the commissioner, the deputy commissioner, 
or any clerk from being interested in any farm-land bank. The wis- 
dom of a prohibition of this kind is apparent, when this bureau is to 
supervise the operations of such banks. 

Section 8 provides for the making by the commissioner of an 
annual report to Congress, and specifies what such report shall con- 
tain. 

Section 9 provides for the adoption by the Secretary of the 
Treasury of the plans, rules, and regulations to govern the bureau of 
farm-land hanks and requires their enforcement oy the commissioner. 

Section 10 gives to the commissioner the power to issue charters 
to national farm-land banks and to withdraw or forfeit such charters 
or liquidate such banks whenever necessary (in accordance with the 
rules of the bureau) and to exercise supervision and control over, and 
make examinations of, such banks. 

Section 11 authorizes the commissioner, by general rules ap- 
proved by the Secretary of the Treasury, to specify the conditions 
under which certain privileges provided m the bill may be extended 
to farm-land banks. This section gives to the commissioner the 
power to lay down general rules by compliance with which these 

firivUeges may be secured. The privileges themselves are more 
ully specified in section 34. The object of this method of extending 
these privileges is to bring about a uniformity in State laws governing 
conveyancing, regbtration, and foreclosure and to secure recognition 
of national land-bank bonds by State institutions as legal mvest- 
ments for savings, trust, and insurance funds. Provision is made by 
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which the commissioner is giren the power to specify when such 
rules shall go into effect. Section 11 simply confers this power upon 
the eommissioner. Section 34 describes these privileges in detaS. 

Section 12 provides for the publishing by the commissioner, with 
the approval of the Secretary of the Treasury, of the amortization 
tables to be used by the national farm-land banks. Later on in the 
bill provision is made requiring the banks to adopt and use the 
amortization principles in all long-term morteago loans. By this 
means the loans will be paid off in small periodic installments. For 
the protection of the farmer, who is naturally not sufficiently con- 
versant with this matter to correct any error in amortization tables 
which might be in use by the bank, a standard set of amortization 
tables must be furnished by the commissioner, and this must be used 
by the banks. The provision is in the interest of both the borrower 
and of the banks. It assures to the landowner and to the purchaser 
of the national land-bank bonds a known and regular reduction of 
the principal amount due under the tables of amortization which 
have been prepared or approved by the Secretary of the Treasury. 

Section 13 provides for the oi^anization of national farm-land 
banks by any number of natural persons not less than 10. The 
section generally follows the provision for the organization of national 
banks under the national banking act. 

Section 14 provides in detail for what shall be contained within the 
organization certificate. Under this section are provided: 

First. That thflJiame " na.tionaI farm-land bank" must be used by 
those institutions and can not be used by any other institutions. 
This will enable the purchaser of the national land-bank bonds to 
know beyond question the character of the security which he is pur- 
chasing and to know that the institution issuing these securities is 
operated under Federal supervision and under the general provisions 
or this law. This subdivision also provides that, where such national 
farm-land bauk decides to use the cooperative principle, the word 
"cooperative" should be a part of its title. 

There can therefore be no question as to the character of th» 
institution issuing the national land-bank bonds. If cooperative, 
that fact will be mdicated in its title. In the absence of the word 
"cooperative," it will be evident that the bank is purely an institu- 
tion for profit. Subject to these regulations, the institution is 
allowed to select a descriptive title to prefix the words "national 
farm-land bank" or "national farm-land bank, cooperative." A 
provision is made for the designation of each bank by an official 
number, as in the case of national banking associations. It should 
be noted that the title of these national farm-land banks indicates 
correctly the scope of their activities, as will appear later in the bill. 
Their loans are hmit«d to farmers and they are not permitted to lend 
on city property. 

Under this section the distinction is drawn between the ordinary . 
faim-land bank and the cooperative institution. In the cooperative in- 1 
stitutions, the owning of shares by an individual stockholder is limited \ 
to 10 per cent of the share capital; the voting power is based on mem- 
bership and not on the number of shares, a vote being given to each 
stockholder irrespective of his ownership of stock; and the distribu- 
tion of profits is made on the cooperative principle instead of on the 
basis of stock ownership. This provides that stockholders maj 
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first receive a return on their investment equal to the gener&l pre- 
Tailing rate of interest in that community, but not to exceed the 
l^al rate in tiiat State. The remainder of the net earnings is dis- 
tm>uted among the patrons of that institution (that is to say, amon^ 
, the borrowers) in proportion to their borrowings. This proviaion is 
quahfied, to tiie extent that shareholders who have been borrowers 
may receive dividends on their borrowings at a rate twice es great 
as paid to nonshare-owning patrons. This provision is not manda- 
tory, but lies ui the discretion of the share-owning patrons or bor- 
rowers. Ita purpose is to encourage borrowers to become share- 
holders, and particularly to encourage borrowers to invest the divi- 
dends, so paid to them as such borrowers, in shares of the company. 
For that reason, as well as to make it possible to widen the distribu- 
tion of its stock, the shares of cooperative banks may be of the par 
value of $25 each, instead of SlOO each. 

The distinction between the cooperative banks and the regular 
banks is outlined in this section, and it is provided that in other 
respects the two banks shall be governed bv the same general laws. 
Outside of the limited stock ownership) and the voting oy members 
instead of according to stock ownership, the principal feature of the 
cooperative bank is the distribution of its profits. The plan here 
outBned conforms to the plan very generally adopted throughout the 
1 ^jiForld in cooperative stores, dairying associations and other similar 
y^ , ■,, enterprises. The parties who furnish the share capital receive first a 
I,**- lEair rate on their investment. The balance of the profits goes as 
dividends to the patrons — ^not to the" stockholders. This -means 
that the patron thereby in effect gets a reduction on his interest 
rate ; a part of the interest paid by bun is returned at the end of the 
year in the sha^ of a dividend. The stockholder after gettii^ a 
fair return for his money has no further interest in the profits as a 
stockholder; but the stockholder as a patron is entitled to a share 
pf the additional profits in proportion to his borrowings. But the 
shareholder may get twice as much dividend on his borrowings as 
the nonshareholder gets. Thereby the nonshareholder is encouraged 
to become a shareholder. 

Second. That the State in which the operations of the bank shall 
be canWl on shall be designated and the place in the State where the 
principal office is to be located shall be shown. As explained in the i 

{treceoing general discussion of the bill, the loans of a national farm- I 
and bank are limited to one State; hence the necessity for the [ 
designation by the bank, in its organization certificate, of the State 
in which it will be operated. Provision is also made for changing 
the principal office to some other poiot within the State when desired. 

Third. That the amount of capital stock and its division into shares \ 
shall be specified, with a provision that the minimum capital shall be 
$10,000 and with a provision for its increase. 

~TBe miniTniim of $10,000 was fixed by the commission after very 
careful deUberstion. It was felt that the minimum of $25,000 now 
existing in the case of national banku^ associations was too high, 
for the reason that many farming communities which would desire to 
take out charters under this act would be unable to provide this 
amount of capital. On the other hand, the commission recc^nized 
the necessity of careful and adequate supervision by the Government 



1 Goo'^lc 



JLOBIOULTTJ^L OKBDIT. 37 

and did not wish to create institutions so small that the burden and 
cost of examination and supervision would be proportionately too 
great. The amount of $10,000 was finally amved at as the wise 
minimum imder the circumstances. 

Fourth. That the names, residences, and number of shares of stock- 
holders shaU be shownj as in the case of national banking associations, 
80 that the dojjbl^liEttalil^ hereinafter provided may be enforced when 
necessary. 

Fifth. That the certificate is made for the purpose of organizing a 
national farm-land bank. 

Section 15 provides for the method of acknowledging and preserv- 
ine the organization certificate. 
I Section 16 defines the general powers of national farm-land banks. 
f This includes the usual and ordinary powers of similar corporations. 
The period of duration of the bank is fixed at 50 years, unless sooner 
dissolved. The charters are made subject to change, amendment, or 
repeal under general laws enacted by Congress, provided that the 
rights of creditors are not thereby affected. Provision is made for ■■ 
their control by a board of not less, than -five nor more than nine I 
directors. A broad latitude in the by-laws of each bank is peiv / 
mitted. 

Under "seventh" of this section the necessary incidental powers 
are given to such farm-land hanks, with the provision that certain 
specific powers shall appertain to each such bank. In these specific 

Eowers are outlined tae distinguishing characteristics of farm-land 
anks as distinguished from commerdal banks. Among these pow- 
ers are; 

(a) The power to accept deposits only_to the extent of 50 per cent j 
of their capital and surplus. The farm^^and hanks are not mtended 
to do a commercial banking business. The great volume of commer- ' 
cial banking business is based on the deposits in the commercial 
banks. Deposits are not a propter basis for mortgage loans, because] 
deposits, bemg payable within a short time or on demand, are not 
suitable for investment in bonds maturing from 5 to 35 years from 
their date. 

On the other hand, in making farm loans on mortgages, these banks 
will undoubtedly frequently have to hold as a deposit the money so 
loaned. Moreover, in carrying on a business incidental to farm-land 
banking, they must of necessity at times have some deposits. Con- 
sequenfly they are permitted to receive deposits to a limited extent, 
namely, to the extent of one-half of their capital and surplus. But 

(these limitations effectively remove them from competition with com- 
mercial banks and are in accord with the general rules governing land 

thanks in European countries. 

In considering this question of limitations on deposits in farm-land 
banks the commission considered very carefully the question as to 
whether it should be a limitation on the arno unt o f deposits or simply 
a limitation on the cAaracfer_of deposits. It was urged that time 
deposits running for one year or longer could be safefy received by 
the farm-land banks and used for investment in national land-bank 
bonds of the institution. On the other hand, it was urged that a lim- 
itation of the amount of deposits might work a great hardship in the 
actual operation of the banksj but Qie commission, after a full con- ^ 
sideration of this question, decided that the limitation should be upoa \ 
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fthe amount and that the example of loan banks in European countries ■ , 
jpould safely be followed in this respect. The only exception made / 
Vas a provision later on in the bill that this limitation should not apply '^ 
to the deposit of postal saving funds, which, taken as a whole, are 
different from ordinary deposits. They are more constant and less 
susceptible to fluctuation, because the credit of the Government is 
specifically pledged for their repayment; but the limitation on the 
amount of deposits, except as stated, absolutely removes farpi-Iand 
banks from all competition with commercial banks, and also removes 
the danger that might threaten such farm-land banks if a large volume 
of deposits has been invested in long-term bonds and were suddenly 
called for payment. 

(6) The sec ond specific power of the farm-land b anks is the power 
to ma k^e loana upon l arm lands anywhere withm the^taW." This 
power IS accompanied Ey certain conditions which must be comphed 
with. These conditions constitute the basic seciu-ity of Uie national 
land-bank bonds. Each provision has received the most careful con- 
sideration and has been studied in the light of European experience 
as well as of American conditions. Each of these provisions or con- 
ditions is believed to represent a wise decision in me interest of the 
borrower, of the bank, and of the investor. 
These provisions are: 

(1 ) That such loans be made for not morft thfin i"i jfnr° In some"A 
of the European countries the loans run for a longer termj^ sometimes ' 
as long as 75 years. It is fundamental that the longer the loan at a 
given rate of interest, the smfiller the amortization payment. On the 
other hand, it was ascertained that in some of the countries where 
these very long time loans prevail the unwisdom of the course was 
recognized and efforts were being made to provide for the repayment 
of the loans within a generation, by attachmg to the loans life insur- 
ance policies payable on the death of the borrower. The wisdom of 
extending a lai^ volume, of farm loans as a burden upon succeeding 
generations is at least questionable. The commissioners believed that 
the American people would not approve of the creation of a large body 
of farm loans running over two or three generations before maturity. 
They, moreover, were convinced that the reduction in the amount of 
amortization payments, in the case of a vei^ long time loan was not 
sufficiently great to justify the burdening oi future generations with 
such a debt, and that the American people could easily meet their 
farm mortg^es within a period not greater than 35 years on the 
amortization principle, and that the earnings of tiie"miSers would 
justify this shorter term. An examination of amortization tables 
seemed conclusive that the term of 35 y ears gives ample time for the -A 
repayment of these loans at a rate of amortization which the Ameri- ) 
can farmer can readily meet. 

I (2) That ^ farm-mortgage loans shall be on first mor^agea and 
that second and third mortgage loans are prohibited. This serves 
to "insure to the investor that the national land-bank bond purchased 
bjr him is secured by an absolute first mortgage on farm lands. With 
this assurance the national land-bank bonds will sell on better terms, 
with resultant benefit to the borrowing farmer. 

(3) Almost any institution can be used for purposes not intended 
by those who organize it. Every effort, however, should be made to 
restrict abuses wherever possible. In order that the institutions 
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provided in the_biU may not_be_use!lsueceKfully hj thos£ Hhose^rin- 
cipaTpurpose _is to speculatej cert ain limit ations haV'fi been maqe as 
tfTffie use of the limns. No fanner interested in the upbuilding of n 
agricuKure and' tEe extension of production will desire to negotiate 
a loan except to complete the purchase price of the agricultural lands i 
mortgaged, or to improve and equip his farm in order to extend J 
agricultural production, or in order to refund outstanding mortgages. 

(4) That tiie loans shall not exceed5Q_pfiL.cent of Hie value of 
improved farm lands or 40 percent of other lands, the value to be 
determined by an apprajaftl. mA proportion was arrived at after a 
careful study of the proportions used in European countries and 
of American conditions. Moreover, the proportions used follow 
those in rbference to loans on farm lands provided in the Federal 
reserve act. 

(5) That every such ^Mra-mor^age loan shall contain a man- 
datory provision, for TEe repayment of such, loan b^ amortization. 
The investor in the national land-bank bond will know that 
every mortgage held by the bank of issue contains a mandatory 

Provision for amortization payments, so that when the national land- 
ank bond held by him falls due the bank will have received in cash 
from the farmer the amount of the mortgage held by the bank to 
secure such national land-bank bond. The loan to the farmer must 
be for not less than five years, because the amortization principle can I 
not be very well applied to a loan for a shorter period. 

It should be noted that the faim-land banks are authorized else-^ 
where in the bill to lend money on farm mortgages runnioe for less 1 
than five years; but they can not issue nationw land-bank bonds 
gainst mortgages nmning less than five years, because such mort- j 
gages run for such a short term that they do not lend themselves tQ_^ 
the amortization plan. The whole theory of the bill is that no^ 
national land-bank bond can be issuedTiy auy fHn£L-:TandT)ank unless 
the mortgages securing such national land-bank bonds contain an 
amortization provision, which of necessity pays off the mortgt^e by 
its maturity, and thus provides the bank with tne money to repurchase/ 
the national, land-bank bond issued against it. ■ 

(6) Tha t the farmer or borrower may pay o£ F_hia_k)an- a^ any "1 
inter est p eriod Aft fet- Bve^ years. The loan can not be paid on ! 
withM 1559 thttU fiVe years^ except at the option of the bank. The 
reason is that the banks' profits or administration charges are - 
limited to so small an annual amount that it must continue for at 
least five years to enable the bank to handle the loan. During that 
period, if the farmer wishes to pay the loan, the bank may or may not 
consent. After five years the farmer has the absolute right to pay 
off his loan at any interest period. Consequently, if interest rates 
should fall, the farmer could pay off his mortgage carrying a high 
interest rate and borrow agaLn on more advantageous terms. Tms 
is a most unportaot privilege to the farmer and should make him 
feel that he runs no risk in creating a mortgage on his farm for a 
long term at existing interest rates. If the mterest rates thereafter 
rise the bank can not make him pay an increased rate, but the agreed 
rate holds until the mortgage falls due, and in the meantime the 
amortization payments pay off the mortgage. If, on the other hand, 
the interest r&tee should fall, then after five years he can pay off the 
existing mortgage and create a new mortgage at the lower rates. 



.Goo'^lc 



40 AOBIOULTUBAI. CBBOIT. 

(c) Th e third Bpecific power of th e f ami-laiidbank is theitower to 
i asue, s ell, and trade in ita own~cQlfa"tej.ar. (JUJt bou3a, irtiicli are 
designated aa" national Tand-Bank bonds. Theae national land-bank 
bonda"Ere in'reaEty collateral trust bonds, in that they are the bonds 
of ^e farm-land bank, secured by the deposit, in trust, as coUateral 
to the same, of first mortgage or first deeds of trust on farm lands. 

The conditions under i^ch the national farm-land bank can issue 
national land-bank bonds are specified under six heads and are care- 
fully worked out so as to protect the farmer, the bank, and the 
investor. 

Thev are as follows: 

(1) That the rate of interest paid by the fanner to the bank shall f 
not exceed the rate of interest paid by the bank to the investor by 
more than 1 per cent, and thi s 1 pe r cent must iaclude all chaises of \ 
administrattelTor expenses ofltteibank. 

This provision is one of the principal protections to the farmer and 
is the greatest guaranty to him that he will secure the most advan- 
tt^eous interest rates. The farmer who wishes to borrow a thousand 
dollars from the bank on the security of his land finds that the bank 
is able to sell its national land-bank bonds, bearin g 4 pe r cent, at par. 
Tbe bank is willii^ to lend him a thousand dollars on the security of 
his farm. The bank is prohibited from chaining him on such loan 
more tha n 5 per cent, because the rate of interest paid by the farmer 
must not exceed Uie rate paid by the bank to the investor by more 
than 1 per cent. Naturally the oank will sell its national land-bank ] 
bonds at the lowest inter^t rate possible. The farmer gets the j 
benefit of this, because whatever interest rate is paid by the bank, 
the farmer can only be chained a rate 1 per cent nigher, and this 1 
per cent must cover all administration chaises of the bank. 

(2) That all national land-bank bonds must be payable on a date 
specified. The American method of having bonds payable at a 
specified time is so thoroughly grounded in the American people that 
it was thought wise to require that all bonds be payable at a specified 
time. It is true that the time of liquidation of the bond would be'^ 
determined by the amortization payment on the mortgage securing / 
the bond. In Europe it frequently happens that land-bank bon<£ '; 
have no definite due date; but the American pubhc is not conver- 
sant with the practice of issuing bonds with no definite maturity, and 
consequently this provision seems wise. By making the bonds sub- '■ 
ject to call at par, provision is made enablmg the bank to retire its 
land-bank bonds as the mortgages are paid off by amortization or . 
otherwise. j" 

(3) That national land-bank bonds shall always be protected by | 
the deposit of first mortgage or first deed of trust farm loans of an I 
equal amount in face value, maturing not less than five years from date. I 
In times when interest rates are low and mortgages theretofore I 
taken bear a higher rate, the mortgage might be worth more than 
par. Conversely, when interest is high a mortgage theretofore taken 
(it offered for sale) niight sell at less than par. In the absence of a 
provision such as this there might be a fluctuation in the security 
deposited for the land-bank bonds; but under the amortization plan,' 
the amortization payments retire the mortgage automatically with- 
out reference to the interest rate. By requirmg the mortgage deposits '. 
to be of the same par value as the national land-bank bonds issued.'' 
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agfdnst them, the payment of both principal and interest of the 
land-hank bonds is assm-ed. 

(4) That the amortization payments as made must, be credited 
on t^e mortgages, and the laud-bank bonds issued against such 
mortgages must be retired to that extent. Here is involved the 
difference between an amortization payment and a sinking fund. 
The amortization when made is credited on the instrument itself, 
thereby Teducing the face of the debt. The sinking fmid is kept 
serrate and invg^d. If the investment of the smking fund is 
wise, 11 may pay off the debt even earlier than the amortization 
payment would do; but if unwise, the result may be the opposite. 
The amortization payment, being credited on the mortgage itself, 
there can be no uncertainty or question as to the amount by which 
the debt is reduced. When they are credited as each payment falls 
due, the debt must be wiped out at its maturitv. 

This section also provides tEat tEe "land-bank bonds must be 
retired as the amortization payments are made^ and thereby the 
amount of national land-bank bonds outstanding is always kept at a 
parity with the mortgages held as security for them. 

(5) That the mortgages held as security for national land-bank • 
bonds shall be in the lomt possession of the bank and of the special \ 
official known as the Federal fiduciary ^ent and that the register 
of such mortgages shall be kept by the bfuik, but the entries therein 
can only be m^e with the approval of the Federal fiduciarv agent. 
This provision is essential and thro^ the greatest safeguard around 
the operations of the bank. A specific Oovemment agent is given 
joint possession with the bank of the mortgages securing the national 
land-bank bonds and is given control over the regktry of such mort- 
gages. The necessity and wisdom of this provision are obvious, 
as fJiis insures the most effective Government supervision over the 
operations of the farm-land banks and particularly of the securities 
on which the national land-bank bonds are based. 

(6) That no national land-bank bond shall be issued against any 
mortgage running for less than five years. The reasons for this 
haveTaeen fully explained above. 

(d) The fourth specific power of the national farm-land bank is 
the power to use its capital, surplus, and deposits as a revolving 
fund for the temporary purchase and holding of first-mortgage 
loans. By this means the oank is enabled to make the loans to the 
farmer and secure the mortgage and thereafter to issue its national 
land-bank bonds against the same. This provision gives the bank 
the working capital with which to conduct its operations. Moreover, 
the bank is authorized to use this same fund to buy in temporarily 
its national land-bank bonds, so as to maintain the price of the same. 

It is obvious that these national land-bank bonds will as a rule 
be held as permanent investments. On the other hand, the investor 
may from time to time wish to dispose of one or more of such bonds. 
It will be essential that he be enabled to sell the same without diffi- 
culty if the price is to be maintained. Consequently the bank is 
allowed to purchase temporarily bonds offered for sale and subse- 
quently to sell them agam, thereby maintaining the market. This 
is a most important provision, for unless the market is maintained 
the bonds wfll undoubtedly depreciate in times of depression, and 
every market depreciation would result in injuring the security and 
in making investors timid in regard to the same. 
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x'The capital, surplus, and deposits can also be loaned' on short- 
/term first mortgages not exceeoing five years. The object of this 
I is to enable jbhe bank to take care of short-term mortgage credit. 
'\ It is assumed that the great volume of such short-term mortgages, 
'* running for five years or less, would be disposed of by the bank to 
'local investors, but the very fact that the bank is authorized to 
make such short-term loans will tend to encour^e their being taken up 



/> by local investors; and no system of farm-lancT banks woulli be com- 
/ ,' diete which did not make provision for taking care of these short- 
term loans as well as of the long-term mortgage loans containing 
'''^•C the amortization feature. The bank is prohibited from permanently 
■^vesting more than one-half of its capital and surplus in such shorts 
/arm mortgage loans or in its national land-bank bonds, so as to 
/prevent the tying up of all its resources in this way. It can, how- 

\' ever, invest the balance of its capital and surplus in interest-bearing 
securities, such as Government bonds, its own State bonds, and in 
any other security which may be approved by the commissioner of 
^rm-land butks. 

(«) The fifth specific power of the farm-land bank embraces the 
power to do an ordinary banking business to accommodate the 
ordinary banking requirements of the community to a limited 
extent; that is, as far as may be required by the limited volume of 
deposits which it is authorized to keep, namely, deposits to the extent 
of 50 per cent of its capital and surplus. 

Each bank is also authorized to deal in national land-bank bonds 
of other farm-land banks with its deposits. This will enable the bank 
with a lai^e capital, located in a section where money ia plentiful, to 
purchase and trade in the national land-bank bonds issued by bulks 
m less favored sections, and thereby to maintain the market for its 
securities, and to use the funds available in one section of the country 
to meet the needs in other sections. 

The right to use its deposits in. purchasing commercial and other 
short-term paper, and to rediscount the same with other banks, is a 
necessary incident to the jiower to take deposits to the limited extent 
provided. 

The commission believes that to a large extent future develop- 
ment of rural banking will proceed along Tines of cooperation. We 
have therefore extended the powers of the proposed national farm- 
land banks, cooperative, so as to permit these institutions to do a 
fuU banking busmess, under the laws of the United States, exclu- 
sively for their own membership, Tliis provision, were it enacted 
into law, will not confer the advantages of an unlimited federal 
charter but it will give great encouragement and opportunity to the 
pevelopment of cooperative business organization among farmers. 
It is presented by the commission as being the smallest advance 
which should be granted by the Federal Government at this moment 
to this new movement in the rural life of our Nation. 

SPEOIFIO LIMITATIONS UPON FAEM-LAND BANKS. 

There are contained in this bill four specific limitations imposed 
upon every national farm-land bank. These are more particularly 
ss follows; 

(o) The amount of national land-bank bonds that may be issued 
and outstanding at any one time must not exceed fifteen times the 
capital and accumulated surplus of the bank. [-> 
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'The whole theory of the farm-land hank is based upon a use of ita 
credit rather than of its cash resources. The commercial bank does 
its busineaa on the basis of its cash resources or of its deposits. It 
does not use its credit except to a very limited extent. As an illus- 
tration, no national banking association is allowed to execute a pure 
contract of guaranty. But the farm-land bank primarily uses its 
credit rather than its cash resources, and consequently some limi- 
tation must be put upon this use of its credit. 

In Europe some of the land banks have been allowed to issue 
collateral trust bonds to the extent of twenty times their capital and 
surplus; but the general trend is toward a reduction, and the best 
thought on the subject seems to indicate that fifteen times the capital 
and surplus will represent a fair amount of collateral trust bonds to 
be issued by the bank. This means that against the national land- 
bank bonds issued by the bank there are deposited in the joint custody 
of the bank and of the Federal fiduciary agent first mortgages on farm 
lands at not to exceed 50 per cent of their appraised value to an 
amount equal to the face value of the national land-bank bonds issued, 
and that the farm-land bank, in addition, holds in the shape of capital 
or surplus $1 in cash or in quick assets for every J15 of national land- 
hank bonds outstanding. 

(6) The chaises of administration imposed upon the borrower shall 
not exceed an annual chaise of 1 per cent upon the amount unpaid 
on the loan. This limitation is in the interest of the farmer as a bor- 
rower. It fixes the charge which can be made by the bank for 
handling the loan at not exceeding 1 per cent of the loan. This 1 per 
cent is not 1 per cent of the original loan, but 1 per cent of the amount 
unpaid on the loan. As heretofore explained, this 1 per cent repre- 
sents the excess of interest charged the farmer over the rate of inter- 
eat put by the bank on its national land-bank bonds. It must cover 
the entire profits of the bank in the transaction, though, of course, 
the amortization payment for the retirement of the prmcipal of the 
debt is in addition to this amount. 

(c) The periodic payments by the borrower must be sufficient in all 
cases to pay the interest chaise upon the loan, to cover the adminis- 
tration charge of the bank, and to include an amortization payment 
sufficient to retire and pay off the amount of the principal borrowed 
at its maturity. If a farm-land bank can sell its 4 per cent national 
land-bank bonds at par, then the farmer wishing to borrow from the 
bank $1,000 can be chained by the bank the rate paid by it, namely, 
4 per cent plus 1 per cent to cover charges of administration and 
the profits of the bank plus an amount which will be sufficient to 
retire the loan at maturity. If the loan ran for 30 years, for illustra- 
tion, the payment of 1 per cent per year or less would he sufficient to 

fiay off the principal within that time, and in the case su^ested the 
armer by paying $30 ever^ 6 months would be able to pay the 
interest on the loan and wipe out the loan by the end of tiie 30 years. 
Every loan must provide for these three specific items — namely, inter- 
eat, administration charges, and amortization payments. 

(d) The wisdom of the provision preventing the loan by a national 
farm-land bank upon its own stock or the stock of any other farm- 
land bank is evident. Such loans have been proven unwise in com- 
mercial banks. The necessity for prohibiting them in farm-land 
banking is even greater. Likewise, the limitation on the amount that 
can be loaned to any one individual follows the general provision con- 
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tained in the national banking act, except that the limitation is placed 
at 20 per cent of the capital and surplus with farm-land banks rather 
than 10 per cent, as with the national banking associations. The 
reason for this is sufficiently obvious from the different kinds of busi- 
ness carried on by the l^o institutions and from the necessity of per- 
mitting a bank with $10,000 of capital to make a loan on real estate 
of at least 12,000. 

Eighth. This section is practically identical with that contained in 
the national banking act. 

HOLDINGS ON REAL E8TATB. 

Section 17 : This section is practically identical with the provisions 
contained in the national banking act, and it is particularly desirable 
that some such jirovision preventing large real-estate ownership by a 
bank whose pnncipal business is &ndmg on real estate should be 
enforced. 

EXEMPTION FROM TAXATION. 

Section 18: In so far as this section refers to the exemption of cap- 
ital stock and income, it is similar to the provision contained in the 
Federal reserve act. The necessity for exempting the mortgages and 
deeds of trust held by the bank as security for its national land-bank 
bonds and for exempting from taxation these national land-bank bonds 
themselves has been fuUy dealt with in the general statement above. 
Taxes upon mortgages, deeds of trust, and other evidences of indebt- 
edness secured on real estate mean simply the payment of an increased 
rate of interest by the borrower, who already is taxed upon his land. 
It can not be expected that loans for farmers can be obtained on 
advantageous terms unless and until these evidences of debt are 
exempted from taxation, for the amount of the tax will unquestion- 
ably be evidenced by an increased interest rate, and the farmer who 
has paid his taxes on his farm must ultimately bear this additional 
burden unless the collateral is exempt. 

FBDEEAL FIDUCIAEY AGENT. 

Section 19: As heretofore stated, the Federal fiduciary ^ent pro- 
vided for in this act constitutes one of the most important methods 
of Government supervision and control of farm-land banks. Tbis 
agent is tiie direct representative of the bureau of farm-land banks. 
TTia duties are, first, to certify to each national land-bank bond 
issued. In this respect he takes the place of the trustee under the 
railK}ad mortgage, who certifies to the bonds issued by the raUroad, 
and his signature forms a guaranty to the investors that the bonds 
are what uiey purport to be. Second, he has joint possession and 
control with the bank of the mortgages and deeds of trust deposited 
to secure the national land-bank bond. By this means the Govern- 
ment assures to the investor that the mortgages held as security for 
the land-bank bond bought by him can not be destroyed or made 
away with, because they are in the possession and control of a Gov- 
ernment representative. Holding such joint possession and control, 
no change in the security for the national land-bank bond can be 
made without his consent in writing. Third, he has supervisory con- 
trol of the mortgage ledger, in whi<m the statements of the mor^ages 
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and deeds of trust are contained. This is necessarily an incident^ 
power to his joint possession and control of the mor^ages themselTee. 
and is in the interest both of the borrower and tJie investor, as well 
as of the stockholder of Uie bank, whose stock would be liable in 
case any loss were sustained by the destruction of the mortgages 
held for the national land-bank bonds. 

It is provided that the Federal fiduciair agent shall execute a bond 
and that his salary and expenses shall be paid by the bank under 
proper regulations. 

OAPrrAI. STOCK. 

Section 20: The shares are placed at $100 each except in the case 
of cooperative institutions, in which case they may be $25 each. 
Otherwise this section corresponds to the national banking act. 

Sections 21, 22, 23, 24, and 25 are exactly similar to corresponding 
sections in the national banking act and need no special explanation. 

Section 26 follows the national banking act, except that the stock 
ownership of the directorate is placed at 5 shares instead of 10 shares. 

Sections 27, 28, 29, and 30 are similar to corresponding sections in 
the national banking act. 

Sections 3 1 and 32 are exactly similar to corresponding sections in 
the national ban^ng act, and provide for double liability of stock- 
holders, thereby givmg to the national land-bank bonds the security, 
not only of the mortgages or deeds of trust specifically deposited to 
secure them, hut also the security of the capital stock of the bank, 
and in addition the double habllity of the stockholders. 

Section 33 substantially follows the provisions of the corresponding 
section of the national banking act. 

FBIVILEOE8 GRANTED TO NATIONAL FABM-UUJD BANES. 

Section 34: To the consideration of this section the commission 
has devoted a very great deal of time and thought. 

The commission was very strongly impressed at the beginning of 
its deliberations with the view that m many particulars the problem 
of farm-land banking was a State problem, and it still beheves that 
State legislation can oe advantageously had along the line indicated 
in the bill herewith submitted. The difficulty, however^ was, as 
stated above, the varying conditions and laws existing m the 48 
States of the Union, and the almost impossibihty of aecurmg uniform 
legislation in the various States and of securing legislation of any 
character in many of the States. In consec[uence, the commission 
was impressed with the necessity of authorizing the incon>oration of 
farm-land banks under national law, if any improvement was to be 
secured for the farmer within a reasonable time. 

On the other band, the commission has recojgnized that the States 
come in direct touch with the land and control taxation, methods of 
registration and conveyancing, exemptions, methods of foreclosure, 
etc., in regard to the land. In consequence, any act looking toward 
the incorporation of farm-land banks under national charter must be 
confronted with the difficulty of affecting in any way the State laws 
governing these matters. Consequently, it has seemed to the com- 
mission Uiat it was very important that parties proposing to organ- 
ize a national farm-land bank should understand and be assurea in 
the beginning as to just what privileges would be accorded by the 
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Federal GoTenuuent to such national incorporations. Moreover, 
the coimnission has recognized that the privileges which the National 
Government might and should offer to such nationally incorporated 
farm-land hanks could advant^eously he used as a means of calhne 
to the attention of the residents of the various States the wisdom and 
necesaity of improving methods of conveyancing and foreclosure, of 
abohshing taxation on mortgages, and of doing away with exemp- 
tions, which make it difficult and even impossible for the farmer to 
obtain loans, which he could readily secure if such exemptions did not 
exist or could be waived. 

Moreover, the commission^ as above stated, recognized the neces- 
sity for impressing these national land-bank bonds with the stamp of 
approval as an investment for savings and trust funds, so that they 
would immediately be accepted along with, and as being in the class 
with, the very best species of raih-oad and mdustrial bonds. 

In consequence, in section 34 the biU provides that the national 
land-bank bonds can be received — 

A First. As security for the deposit of postal savings funds in farm- 
uand banks and in oHier banks. It is claimed by the commission 
phat national land-bank bonds issued under this act would be 
tabsolutely secure and would constitute an ideal security for postal 
paving deposits. Thereby the postal savings deposits, accumulated 
(to a large extent in urban centers, would be available for the devel- 
lopment of rural communities. Such a provision at once places na- 
/ tional land-hank bonds in the highest dass, because the present postal 

I savings law requires that bonds deposited to secure postal savings 

/ deposits must be bonds supported by the taxing power. 

' Second. These national land-bank bonds are made a legal invest- 
ment for funds accumulated in the saving-banks in the District of 
Columbia as well as time deposits in national banks. The restric- 
tions surrounding the investment of funds in savings banks in this 
country have been so rigid and, as a rule, so carefuUy observed that 
to state the fact that a. bond is accepted as a legal investment by 
savii^ banks impress^ it at once as the very highest grade of 
security. These bonds, being in effect first-mortage bonds on real 
estate, are preeminently suited for such investments, and in this way 
the savings funds of the cities will be made available for the develop- 
ment of the country. 

Third. These national land-hank bonds are made a legal investment 
for trust funds and estates under charge of the United States courts. 
Fourth. They are made available as security for loans from na- 
tional banking associations either to farm-land banks or to indi- 
viduala under the provisions of section 24 of the Federal reserve act. 
Under that section national banking associations are allowed to lend 
not over 25 per cent of their capital stock and surplus or to one-third 
of its time deposits on the security of farm lands at not exceeding 
50 per cent of the value of the farm land for not exceeding five 

Sears. In many sections this privilege extended to the national 
anks will not be exercised on account of the fact that the national 
bank frequently is situated in a city, remote from the country dis- 
tricts. But if, m place of making the loan directly on the farm land, 
the national bank is allowed to lend the money to the farm-land 
bank or the individual on the security of nationtd land-bank bonds, 
then it would seem that a great part of this available amount in the 
national banks could he reached by the farmers to meet their needs. 
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The foregomg four enumerated privileges are suggested by the 
conmiiasion aa being properly applicable to national land-bank bonds. 

In addition, however, the commission has believed that it would be 
wise to vrat in the commiasioner of farm-land banks the power to 
make general rules, with the approval of the Secretary of the Treas- 
ury, extending these privileges, or certain of them, only to farm- 
land banks in States which pass laws or regulations looking toward 
uniformity in severjJ essential particulars, and looking toward a 
simplification of laws regarding land titles. That is to say, the 
commission beheves that the commissioner of farm-land 'hanks 
should be given the power to extend the privileges, or some of them, 
by general rules only to hanks in those States which have done 
away with exemptions as regards farm-land loans, or to banks in 
those States which have simplified methods of r^;istration, convey- 
ance, and foreclosure, or to banks in those States which have made 
national land-bank bonds available aa a legal investment for the 
funds of savings banks operating in that State, or trust funds under 
the control of courts of the Stato, or as a legal investment for reserves 
of insurance companies operating under the laws of that State. 

It is believed that with this discretion vested in the conmiissioner 
of farm-land banks, exercised only with the approval of the Secretary 
of the Treasury, general rules can be promulgated from time to time 
which will be largely instrumental in securing uniformity of laws in 
the various States and in assuring the acceptance of these national 
land-bank bonds as a legal invesbnent for the great accumulations 
of savings now existing m banks and in the reserves of the g^eat 
insurance companies. If laws simplifying the registration of titles 
or conveyance of lands and the forecwsure of mortgages, abol- 
ishing taxation of mortgages, can be brought about in the various 
States, and if the national land-bank bonds can become a recognized 
and authorized investment for the funds accumulated in Stato 
savings banks, in the reserves of insurance companies, in the savings- 
bank departments of national banks, and in the postal savings 
banks, then the national land-bank bond will become a rec<^;nize<l 
security of the highest class and the farmer will have obtained 
access to the greatest accumulations of capital in the country, just 
as the big corporation or large merchant now has access to these 
or similar funds. 

Sections 35 and 36, touching examinations of banks and reports of 
their condition, are substantially the same as corresponding pro- 
visions in the national banking act. 

Section 37, regarding dividends, is substantially similar in its first 

Eart to the national banking act, except that diyidends are pro- 
ibited, not only when they impair the capital, but when they reduce 
the capital and surplus to less thiai one-fifteenth of the outstanding 
national land-bank bonds of the bank. Moreover, in the case <m 
cooperative banks a special arrangement for the distribution of earn- 
ings is made which has been fully treated above in discussing section 
14, subdivision (1). 

Section 38 is substantially similar to the corresponding provisions 
of the national banking act. 

Section 39 provides for the appointment of an appraisement com- 
mittee, and requires the committee, composed of three directors, to 
appraise or cause to be appraised all farm land upon which louis 
are to be made, which appraisement shall be in writing, signed by la. 
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majority of the committee. The appraisement shall contain adescrip- 
tion of tile property, the value at which it is appraised, the value 
at which it is assessed, and other pertinent information; and no loan 
on any farm land can be made unless and until such appraisement 
has been made in writing and filed. It is hardly necessary to discuss 
the wisdom of this provision in handling real-estate loans. 

Section 40 provides that all national farm-land banks shall, upon 
the request of the postal savings trustees, receive deposits of postal 
savings funds to the extent of one-half of their capital and surplus and 
pay int'erest thereon. 
I The question has been raised before this commission as to whether 
the powers of the Federal Government embrace the power to estab- 
lish a system of farm-land banks. After some invest^ation, the 
commission is impressed with the view that the Government has this 
power, but it is strongly impressed with the view that no possible 
question can be raised as to the Govemment's right to create banks 
which shall act as depositories for funds controlled by it. Moreover, 
in case other banks should refuse to receive the postal savii^ deposits 
and pay the interest required thereon, then the Government could 
force the farm-land banks to receive such deposits, paying therefor 
the interest required, and relieving the Government of any possible 
danger of having to pay the interest chaises on these deposits in the 
future when it m%ht not itself be a borrower and might have no 
need for these lai^e accumulations. 

Section 41 provides that the limitation on the amount of deposits 
to be received by a farm-land bank (which prevents it from receiving 
deposits in excess of 50 per cent of its capital and surplus) shall not 
apply to postal savings deposits or other governmental deposits, or 
to State dept^its. The farm-land banks can be required to take 

Eostal savings deposits to the extent of half their capital and surplus, 
ut they are authorised to take postal savir^ or government J deposits 
and State deposits to an unlimited extent. 

The limitation on the amount of deposits which the form-land 
bank should receive from indivlduab has been heretofore explained, 
and the reason for it is obvious. Farm-land banks should not com- 
pete with the commercial banks in getting deposits. They should 
not be allowed to receive an unlimited amount of ordinary deposits, 
because a sudden demand for such deposits would naturally embarrass 
an institution whose principal loans run over a period of years. 

But the deposit of postal-savings funds is entirely different. WhOe 
there are small fluctuations in the volume of such deposits, it can 
be safely predicted that the volume will continue to increase when 
the credit of the Government is pledged to their repayment. These 
postal-savings funds are held by tne Government in trust and have to 
be invested m some way or else deposited with some institution which 
can provide the interest. 

Secondly, it would seem pecuharly fitting that these deposits should 
be placed with the farm-land banks, to meet the needs of which they 
are peculiarly adapted. Likewise with other Government deposits. 
The Government, controlling and supervising the farm-land hanks, 
should be allowed to place with such Danks any deposits that it may 
wish to so place. It is reasonable to presume that, if the National 
Government will place its funds with faim-land banks, the State gov- 
ernments will be willing to similarly place their time deposits, or some 
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of them, with such banks. It is provided in this section that the 
postal-saving deposits so placed with the bank, except the 5 per cent 
reserve required under the postal-savings act, may be invested in 
farm loans and may be secured by the deposit of national land-bank 
bonds, and that the funds deposited W a State may be invested as 
provided by the laws of the State. Provisions for keeping proper 
reserves are inserted, following largely the provisions of the Federal 
reserve act. 

Section 42 : This section provides that, in case buildings form any 
part of the security of mortgage loans, they shall be insured, and that 
the insurance policies shall oe properly assigned and provision made 
for the payment of the premiums. As a general measure of protec- 
tion, it IS provided that, in appraising property for loans, buildings 
and destructible property shall not be valued at more than 20 per 
cent of the total appraisement. The reason for this is that farm- 
land loans are, as herein outlined, loans for long terms, imd should 
be based on indestructible property or the land. Chi the other 
hand, the land itself is frm^uently made more valuable by the 
presence of the buildings necessary to its use, and such buildings 
should receive some consideration. By limiting the value of the 
buildings to 20 per cent of the appraised value, and by limiting the 
loans to 50 per cent of the appraised value, it will mean that the 
appraised value of the land alone will always exceed the face of the 
mortgage, because the appraised value of the land itself must he 80 
per cent of the total appraised value, and the loan must not exceed 
50 per cent of the total appraised value. 

Section 43 prohibits branch banks, but authorizes the maintenance 
of loan agencies throughout the State in which the bank is operated. 
The necessity and propriety of such loan agencies throughout the 
State, in order to enable the bank to lend its funds, are apparent. 

Section 44 provides for the maintenance by a national farm-land 
bank, with the consent of the commissioner of farm-land banks, of 
sales agencies either within or without the State, to sell its national 
land-bank bonds. The necesdity for this is apparent. 

Section 45 provides how the rate of interest to be charged the 
farmer is to be arrived at. That is to say, the farmer is to be charged 
an amoimt equal to the rate of interest to be borne by the national 
land-bank bonds, plus the administration charge of the bank (which 
can not exceed 1 per cent of the amount unpaid), plus the amortiza- 
tion payment. This has been fully explained above, and it is pro- 
vided that the amount to be so paid periodically shall be set out in 
every mortgage, and shall not be changed dunng the term of the 
mortgage. Tnis provision is in the interest of the borrower and of 
the investor. 

Section 46 provides that a borrower may pay off his indebtedness 
by presenting to the bank its national land-bank bonds of the same 
series as those issued against his mortgage. 

The farmer who has borrowed $1,000 on mortgage from a national 
fann-land bank has dehvered his mortgage to the bank, and the bank 
has issued a series of perhaps $100,000 of national land-bank bonds 
against his mortgage and other mortgages. These national land-bank 
bonds have been sold to the general public. Thereafter the farmer 
comes into possession of certain money, and he finds an opportunity 
to buy some of the national land-banE bonds of this series at 98; he 
S. Doc. 3«0, 63-2 * , [ ^^ 
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purchases theEie bonds at 9S and presents them to the bank in settle- 
ment of his indebtedness at par. Inasmuch as the amount of mort- 
gages held by the bank is of the par value of the amount of national 
fand-bank bonds outstanding, the bank can lose nothing by this 
transaction, because it receives $1,000 par ralue of its own land-bank 
bonds of the same series in payment ol a mortgage of Jl.OOO, held as 
security for those bonds. Upon receiving ite national land-bank 
bonds, it thereupon cancels the same, and likewise cancels and delivers 
up the $1 ,000 mortgage of the farmer. This provision encour^es the 
farmer to buy the national land-bank bonds of that bank when 
they fall below par, because thereby he can pay off his mortgage at 
leas than its face. Such a provision will tend to maintain the market 
for the national land-bank oonds. Likewise the bank itself can buy 
its bonds in the market, cancel the same, and thereby release a 
proportionate part of the mortg^es secunng such issue. This hke- 
wise tends to encourage the bank to invest its surplus fmids in its 
own natJonat land-bank bonds, and tends to maintain the market. 
But all of these cancellations of mortgages securii^ land-bank bonds 
must be made with the consent of the Federal fiduciary agent. While 
the bank can buy its bonds on the market on the best terms posable, 
it can not eaU national land-bank bonds for payment at less tnan par. 

Section 47 provides that the bank shall immediately discharge the 
lien of a mortgage whenever payment of the same is made. The 
propriety of this requirement is obvious. 

Section 48 gives to the commissioner of farm-land banks the power 
to establish general rules and regulations prescribii^ the methods of 
carrying out the necessary incidents of the business of farm-land 
banking. It gives bim general power to supervise all national farm- 
land banks, and to prescribe rules and regulations for their conduct 
where the same are not_provided imder the act. 

Section 49 similarly gives him general powera regarding the oi^ani- 
zation and operation of national lann-land banks. 

Section 50 follows the general provisions of the similar provisions 
in the Federal reserve act, covem^ violations of law. 

Section 51 repeals all acts or parts of acts inconsistent with this act. 
Duncan U. Fletcher, OJiairman. 
Thomas P. Gohb. 
Kauh W. Moss, Vice Chairman. 
Hakvie Jordan. 
John Lee Coulter, Secretary. 

KeNYON L. BtJTTEHPIELD. 

Clabenoe J. Owens. 
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A BILL To provide for the eatabliahment, operation, and Hupervision 
of a national farm-land bank ByBt«m ia the TTaited S tat«e of America, 
'' ' ' " ' B for postal savingB and other public 

Be ii enacted by the Senate and House of Represeniaiives 
of ike United Stales of America in Oongress assembled, 
That the short title of tliis act shill be "T^'ational farm- ^^^^ ""« <>' 
land bank act." 

Sec. 2. That there shall be in the Department of the ^^^^'"'^ 
Treasury a bureau chained with the execution of all laws 
passed by Congress relating to the creation and supervi- 
sion of farm-land banks, the chief officer of which bureau 
shall be known as the commissioner of farm-land banks, commiaaionBr. 
and shall perform his duties under the general direction 
of the Secretary of the Treasury, 

Sec. 3. That the commissioner of farm-land banks shall and^mofofflM 
be appointed by the President, by and with the advice 
and consent of the Senate, and shall hold office for the 
term of five years, unless sooner removed by the Presi- 
dent upon reasons to be communicated by biiTi to the 
Senate; and he shall be entitled to a salary of $6,000 a 
year. 

The commissioner of farm-land banks shall, within o»thMidbond. 
fifteen days of notice of his appointment, take and sub- 
scribe the oath of office, and he shall give to the United 
States a bond in the penalty of $50,000, with surety or 
sureties to be approved by the Secretary of the Treasury, 
conditioned for the faithful discharge of the duties of Ms 
office. 

Sec. 4. That the Secretary of the Treasury, at the re- „£;gS» °™" 
quest of the commissioner of farm-land banJM, may ap- 
point one deputy commissioner, who shall be entitled to 
a salary of ¥3,500 per year, and who shall possess such 
powers and perform such duties under the commissioner 
as he shall direct. During a vacancy in the office of the 
commissioner, or during lus absence or inability, the 
deputy commissioner shall possess the powers and pei^ 
form the duties attached bylaw to the office of the com- 
missioner. The deputy commissioner shall take the oath 
of office, and shall give a like bond in the penalty of 
»30,000. 

Sec. 5. That the commissioner of farm-land banks shall ^*^ 
adopt a seal of office to be approved by the Secretary of 
Q oi which sea 



a description oi which seal, together with an 
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impression thereof and a certificate of approval thereof 
signed by the Secretary of the Treasury, shall be filed in 
the office of the Secretary of State. 
Rooms. gEo. 6. That there shall be assigned from time to time 

to the commissioner of farm-land oanks by the Secretary 
of the Treasury rooms for conducting the businesa of the 
bureau of farm-land banks, containing safe and secure 
fireproof vaults in which the commissioner shall keep all 
originfj articles of association and other valuable docu- 
ments and things belonging to his department* and the 
commissioner shall from time to time furnish the neces- 
sary furniture, stationery, and other proper conveniences 
for the transaction of the business of nb office. 
ciwkB, The commissioner shall employ from time to time the 

necessary clerks, to be appomted and classified by the 
Secretary of the Treasury, to discharge such duties as the 
commissioner shall direct, 
torf^SS'"™' ^^^- ^- "^^^^ ^^ ^^*^ "**' ^^ lawful for the commissioner 
or deputy commissioner, or for any_ clerk employed in the 
bureau of farm-land banks, either directly or moirectly, to 
be interested in any farm-land bank formed pursuant to 
the provisions of this act. 
oi*ihS''ooI^£! ^^°- ^- '^^^^ tli6 commissioner shall make an annual 
jtonsr. report to Congress at the commaicemont of its session, 

exhibiting : 

First. A summary of the state and condition of every 
farm-land bank from which reporta have been received 
during the preceding year, at the several dates to which 
such reports refer, with an abstract of the whole amoimt 
of mortgages or deeds of trust held by them and collateral 
trust bonds (hereinafter described as national land-bank 
bonds) issued by them, the whole amount of their other 
assets and liabilities, the amount of their capital stock, 
and such other information in relation to such companies 
as in his judgment may be useful or as.may be requested 
by Congress. 

Second. A statement of the companies whose business 
has been closed during the year, with the amount of their 
mortgages or deeds of trust and of their national land- 
bank bonds redeemed and the amount outstanding. 

Third. Any other information which he may deem 
desirable to present and such special information as may 
be called for by Congress. 

Fourth. The names and compensation of the clerks em- 
ployed by him, and the whole amount of the expenses of 
the bureau of farm-land banks duri^ the year, together 
with a full and complete list of all officers, agents, clerks, 
and other eniployees of his office, including examiners, 
receivers, and^ attorneys for receivers, and clerks em- 
ployed by them, or any other person connected with the 
work of said bureau in Washington or elsewhere whose 
salary or compensation is paid from the Treasury of the 
United States or assessed against or collected from exist- 
ing or failed companies under supervision or control. 
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When the annual report provided for in the last sec- jJ^**"' "' "* 
tion is completed, or while it is in process of completion 
if thereby the business may be sooner dispatched, the 
work of printing shall be commenced under the superin- 
tendence of the Secretary of the Treasury, and the whole 
shall be printed and ready for delivery on or before the 
6rst day of December next after the close of the fiscal 
year to which the report relates. There shall be printed 
not to exceed ten thousand copies; one thousand for the 
Senate, two thousand for the House, and the remainder 
for distribution bj the commissioner. 

Seo. 9. That within ninety days after the approval of ua^^Sfwitti? 
this act, or as soon thereafter as may be, the Secretary of insodiy*. 
the Treasury shall formulate and adopt the plans, rules, 
and regulations governing the operations of the bureau 
of farm-land banks, in accordance with this act, which 
plans, rules, and regulations shall be enforced by the said 
r of farm-land banks. 



POWBBS OF OOUHISSIONEB OP FARU-I^AND DANKB. 

Seo. 10. That the commissioner of farm-land hanks ^^^^"(^ 
is authorized and empowered upon proper apphcation to uod baub. 
issue charters or certificates of incorporation for the es- 
tablishment of national farm-land banks as herein pro- 
vided for; and to exercise supervision and control over, 
and make examinations of, all of the national farm-Iana 
banks established under this act, under such general rules 
and r^ulations as may be provided; and to withdraw or 
forfeit Buch charters or Uguidate such banks whenever 
necessary, in accordance with rules to be provided, sub- 

1'ect in au respects to the requirements and provisions 
Lerein contained. 

Seo. 11. That the said commissioner of faf^n-land ,,^'g^'^ 
banks is hereby authorized, by general rules and regula- wiumoid pti^- 
tions to be approved bv the Secretary of the Treasury, hBilimawf™'"' 
appUcable aUke to all the national, farm-land banks or- 
ganized hereunder, to specify the conditions under which 
uie privileges herein authorized to be granted to all said 
national ^rm-land banks shall be extended to such 
banks; and particularly to provide for the extension of 
such privile^s only to national farm-land banks operat- 
ing in those States which, by the pass^e of suitable laws, 
have met the requirements of the said commissioner of 
farm-land banks (1) as to the simplification of land-title ^^^j^)" "**" 
re^stration and conveyancing, (2) as to the simplifica- (^Meirt|»f« 
tion, promptness, and economy of methods of securing simpufled. 
farm-land loans and of foreclosing the same, and as to 
other matters as more fully set out in section 34 of this 
act. And the said commissioner of farm-land banks 
shall, by like general rules and regulations to be approved 
by the Secretary of the Treasury, have the power to spec- ^ jgjjf " ■*•*■ 
ify the time when such rules and regulations or certain 
of them shall go into effect, and the time within which 
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such conditions or certain of them must be complied with, 
^^And to vttaia ^jjj jq extend such time, and to withhold such privileges 
or certain of them from the national farm-land banks 
operating in any State failing to comply with the required 
provisions and regulations, until the same are fully com- 
plied with. 
t«b^-^Vn£ ^^^- ^2- That the commissioner of farm-land banks, by 
pared,' and with the approval of the Secretary of the Treasury, 

shall from time to time prepare and publish amortization 
tables, covering periods of from six to thirty-five years, at 
varying rates of interest, to meet all the requirements of 
the banks oi^anized hereunder. Such tables shall be 
adopted and used by all of such banks as the basis of all 
repayments of long-term mortage loans herein provided 
for. 

iNCOaFOBATION OF NATIONAL FaBM-LaND BaNES. 

ifid*"^'™ ®^^' ^^- That the associations for carrying on the busi- 
beionnedbruiy ness of farm-land banking under this act may be formed 
lopaisow. Ytj any number of natural persons, not less in any case 
than ten. They shall enter into articles of association, 
which shall specify in general terms the object for which 
the association is formed, and may contain any other pro- 
visions not inconsistent with law which the association 
may see fit to adopt for the regulation of its business and 
the conduct of its affwrs. These articles shall be signed 
by the persons uniting to fonn the association, and a copy 
of them shall be forwarded to the commissioner of farm- 
land banks to be filed and preserved in his office. 
o^™ieto™& ^^^- ^^- That the persons uniting to form such a na- 
uj- tional farm-land bank shall, under their hands, make an 

organization certificate, which shall specifically state: 
^^^tat. The First. The name a^umed by such a^ociation. The 
words " national farm-land bank" shall be a part of the 
title of every such institution, and these words shall not 
be used by any institution other than those incorporated 
under this act: Provided, however, That if the persons 
uniting to form such a national farm-land bank shall 
^nopor»tiv« ^igj, to apply Cooperative principles in the formation 
and management of the same, the words "national 
farm-land bank, cooperative," shall be apart of the title; 
and the word "cooperative" shall not be used by any 
national farm-land bank other than those which accept 
the following principles and provide in their by-law* 
that— 
6 took owmr. („^ jjq stockholder shall own more than ten per centum 

of the share capital at any time. 
vottufr ^}f•j ^t (j|l meetings of the stockholders of such bank- 

ing corporation each stockholder shall have one vote and 
only one on all matters pertaining to the organization or 
management of the institution, irrespective of the num- 
ber of shares of stock owned by such stockholder. 
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(c) The net earnings of such banking corporation avaiJ- ™'*^«'ii»- 
able and set aside for the paTment of interest and divi- 
dends shall be distributed as follows: 

To each owner of stock of such corporation may first 
be paid a dividend in the form of interest upon the par 
value of the shares of stock owned by such owner of 
stock, computed at the rate of interest generally prevail- 
ing in the community where such bank is located, hut not 
exceeding the legal rate of interest in the State where 
such banking corporation is situated, if said earnings are 
sufficient for that purpose; otherwise, to be paid to each 
owner of such stock pro rata computed upon the par 
value of such stock. The balance of such net earnings, 
H any, shall be distributed among the patrons of such 
banking corporation in proportion to the amount of busi- 
ness transacted with such bank : Provided, however, That 
in such distribution the share-owning patrons may, if 
approved by a two-thirds vote, take dividends at a rate 
twice as great as that paid to the non-share-owning 
patrons. 

id} The shares of stock of such national farm-land ^j,^ ™'°' •• 
banks, cooperative, may be of the par value of S25 each. 

(e) In all other respects such national farm-land 1,^^^^" *"*" 
banks, cooperative, shall conform to and be governed 
by the general laws as herein provided. 

The words "national farm-land bank" or "national 
farm-land bank, cooperative, " shall be prefixed by such 
descriptive title or name aa the appUcants may indi- 
cate, subject to the approval of the commissioner of farm- 
land bants. Each said national farm-land bank shall be 
desi^ated by an official number provided by the com-j^^^^"^ """^ 
missioner of farm-land banks. 

Second. The State in which the operations of such 8ta5i''wh™'bi2t 
national farm-land banks are to be carried on, and the wui opemWHid 
place in said State where its principal office is to be ** " 
located, which place may be changed from time to time 
upon the request of such national farm-land bank, with 
the approval of the commissioner of farm-land banks. 

Third. The amount of capital stock, and the number of ot^^sSS?"* 
shares into which the same is to be divided: Provided, 
That such capital stock shall in no case be less than Minimum. 
$10,000: Aitd provided further, That such capital stock 
may be increased or decreased from time to time, subject or^''or d^re^ 
to the approval of the commissioner of farm-land banks, »toot. 
but at no time to be less than the minimum herein set 
forth. 

Fourth. The names, and places of residence of tits Bnd°^e^M'ot 
shareholders, and the number of shares held by each of enareiioiiiers. 
them. 

Fifth. The fact that the certificate is made to enable o,^S^''i^'p^ 
such persons to avail themselves of the advantages of 
this act. 

Seo. 16. That the oi^anization certificate shall be^oj|»^'»'^ 
acknowledged before a judge of some court of record, or ^^^ aikuowi. 
before a notary pubhc, ana shall be, together with the ^' 
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Aitthentinttd. acknowledgment thereto, authenticated by the seal of 
such court or notary public, transmitted to the commis- 

RKocded. sioner of farm-land "banks, who shall record and carefully 
preserve the same in his office. 

Powers ' ahd LmrrATiONs of National Fabh-Land 
Banks. 

obnebal powers. 

oiM^i^'toS ^^°- 1^- Thatipondulymakingandfilingthearticlesof 

land banki effect association and an organization certificate, the associa- 

"™' tion shall become, as from the date of the execution of 

its organization certificate, a body corporate; and as 
such, ajid in the name designated in the organization cer- 
Generaipavers. tificate, shall have power: 

^^t-Toedopt First. To adopt and use a corporate seal. 
Becond. Tooon- Sflcond, To have succession for the period of fifty years 

unkssd'iraoiyeS' from its organization, unless it is sooner dissolved accord- 
ing to the provisions of its articles of association or by 
the act of its shareholders owning two-thirds of its capital 
stock; except that, in the case of cooperative fann-land 
banks, a vote of two-thirds of the stockholders shall be 
ForfeitBd. necessary, or unless its franchise becomes forfeited by 
some violation of law; Provided, That the charters of aU 
national farm-land hanks shall be at all times subject to 
Amended. change, amendment, or repeal under general laws enacted 
by Congress: Provided, That no such change, amendment, 

itOTs™™d^ or repeal shall in any way afifect the rights of the creditors 
of such national farm-land banks. 

^^™rd. To con- Third. To make contracts. 
Foiuth. To sue Fourth. To sue and be sued, complain and defend in 

indbeBued. ^ court of law and equity as fully as natural persons. 

di™w^md*offl- ViSth. To elect or appoint not less than five nor more 

oen. than nine directors, and by its hoard of directors to ap- 

point a president, vice-president, and other officers, to 
define their duties^ require bonds of them, and fix the 

o^BR*^' "' penalty thereof, dismiss such officers or any of them at 
iJeasure, and appoint others to fill their places : Provided, 

bitI^^ Doiim- That the officer herein described as Federal fiduciary agent 

dBTthoit control, shall not be subject to removal by the board of directors 
or officers of said bank, but shall be subject to removal 
only by the commissioner of farm-land banks. 

b^S'^""^ Sixth. To prescribe by-laws not inconsistent with law, 
regulating the manner in which its stock shall be trans- 
ferred, its directors shall be elected or appointed, its 
ofiicers elected or appointed, its property transferred, its 
general business conducted, and the privileges granted to 
it by law exercised and enjoyed, except that in the case of 
cooperative farm-land banks the by-laws shall be ap- 
proved by two-thirds of the stockholders before being 
adopted and put into eSect. 

iiBTdM^inoiaMi" Seventh. To exercise by its board of directors or duly 

tai powers. authorized officers or agents, subject to law, all such in- 
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cidental powers as shall be necessary to carry on the 
business of farm-land banking: Provided, That the powers Pnmiat. 
of such association shall include the foUowii^ specific 
powers and shall be subject to the following specific 
restrictions : 

A. SPfiOIFIO POWERS. 

Every national farm-land bank shall have the following B|M<iflcp(n>««. 
specific powers: 

(a) To accept and pay interest on deposits to an amaA& '**'™ 
amount not exceeding fifty per centum of the amount of 
its combined paid-uj) capital and surplus; to receive de- 
posits of postal savmgs funds to the same extent and to 
pay interest thereon at the rate required of other banks 
receiving such deposits. The trustees of the Postal 
Savings System are hereby authorized and empowered 
to select national farm-land banks as depositories for 
such funds, which banks, when required by the Secre- 
tary of the Treasury, shall act as fiscal agent of the 
Umted States. 

(6) To make loans upon farm lands anywhere within ^jj^dlil^tta 
the State in which such national farm-land bank is op- stat*: fntUei. 
crated: Provided, 

(1) That such loans are made for not more than thirty- n^'LiJ^^nM 
five years. jesn. 

(27 That such loans are secured by a first mortgage or jg^i^j^ oS 
first deed of trust on farm lands. nuvtcoge. 

(3) That such loans shall be made for any of the fol- i^*''"p~" *• 
lowing purposes: 

(a) To complete the purchase of the agigultural lands 
mortg^ed. ^-^ 

(&) To improve and equip such 'lands for agricultural 
purposes. 

(fi) To pay and discharge debts secured by mortgages 
or deeds of trust on said lands. 

(4) That such loans do not exceed fifty per centum in [lia'to^MSSrSS 
amount in the case of improved farm lands, and do not ot improved and 
exceed forty per centum in amount in other cases, of theim^r^'f,^ 

I value of the said lands; to be determined by an appraisal, '^^^ 
\bs provided in this act. 

(5) That every such farm-land loan contain a manda- oonuin^vS™ 
tory provision for the amortization of such loan, or reduc- 1™ BmocUiBUon, 
tion of the same by annual or semiannual payments on 

account of principal: Provided, Thattheloanextendsover ''"'*»• 
a period exceeding five years. 

(6) That every such loan may be paid off in whole or iJ-'^Jd^ lAtr 
in part hy the borrower, in accordance with rules to be Ave years. 
prescribed by the commissioner of farm-land banks, at 

any interest period, after such loan has continued for five 
years, by the payment of the whole or a part of such loan, 
with interest to such date, after creditmg the amortiza- 
tion payments on the same as and when uiey were made. 

(c) To issue, sell, and trade in its own collateral trust ^ h?^°Ea*uS 
bonds which shall he known and described as "national natioDBi land* 
land-bank bonds " secured by the deposit, as elsewhere '""'^ 
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herein provided, of €rst mortgages or £jBt deeds of trust 
(and 01 notes or bonds secured thereby), in an amount 
equal at least to the face value of the national land-bank 
bonds so issued and sold by the said bank: Provided, 
oiiiii^Mt™toto ^^^ That the rate of interest upon the farm-land loans 
fcrawcs. evidenced by the mortgages or deeds of trust held by the 

bank as security for its own national land-bank bonds 
shall not exceed the rate of interest paid on such national 
land-bank bonds by more than one .per centum annually 
upon the amount impaid on the loan, which said one per 
centum shall cover all charges of administration. 
kwl'-iraak'boDdi ^^) That all national laud-bank bonds issued by the 
BubjBot to cau M said bank shall be payable on a date specified and shall 
'"' be subject to call at par, at any interest period, after the 

date of issue, or after a specified time, bysuch proper notice 
and advertisement as may be provided by the commis- 
sioner of farm-land hanks. 
hi^i-taSk'i5)Sdl (3) That such national land-bank bonds shall be 
KSt*^ t"?" always protected by the deposit, as security therefor, of 
amounroi ^2s at least an equal amount in face value of first mortgage or 
'~™- first deed of trust farm loans (and of notes or bonds seciu-ed 

thereby), maturing not less than five years after their date, 
bm^-tenk'b^dl (*) That as the amortization payments are credited 
to bo reured aa upou the first mortgage or first deed of trust farm loans 
wuMmMBpiidSO deposited as secunty, the national land-bank bonds 
<^ issued by the bank ana secured tiiereby shall be called 

and paid, or purchased In the open market and retired, 
to the extent of the credits made upon such first mort^ 
. gage or first deed of trust farm loans held as security for 
the same, under rules and r^ulations made by the com- 
missioner of farm-land banlffl. 
W Farmmmt- (5) 'YbsLt the first mortgage or first deed of trust farm 
^ji^^-|^fe loans (and the notes and honds secured thereby) held as 
bf bulk anil F^ security f orsuch national land-bank bonds shall at all times 
^fl duciarybein the I'oint tjossession and under the joint control of the 
said bank ana of the Federal fiduciary agent hereinafter 
tJ^^^I^ provided for, and that a register of such first mortgages or 
first deeds of trust shall be at all times kept by the bank, 
entries or cancellations in which shall only be made with 
the apOToval in writing of such Federal fiduciary agent. 
ia'r/^kb!iS^ ^^^ That no nation^d land-bank bond shall be issued 
bMBdonftTO-ysBT gainst any mortg^e, deed of trust (or notes or bonds 
""^^ secured thereby) which falls due earlier than five years 

after its date. 
iflimd w^PiSb *^'^) To use its capital stock, surplus, and deposits as a 
reTdTingiimii, revolving fund for the temporary purchase or holding of 
such first mortgage or first deed of trust farm loans; or to 
use the same for tiie purpose of buying in its national land- 
bank bonds and of holding them temporarily, so as to 
maintain the price of the same; or to loan its capital and 
surplus on first mortgages or first deeds of trust for a 
period not exceeding five years: Provided, That not to 
exceed fifty per centum of such capital and surplus may 
be permanently invested in such national-land-bank 
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bonds and in first mortgage or first deed-of-trust fBrm 
loans, and the remainder of the capital and surplus can be 
pennanently invested only in United States GroTemment 
bonds, in the bonds of the State in wliich such bank is 
operating, or in such other securities as may be author- 
ized by the commissioner of farm-land banks. 

(e) To buy and sell gold and silver coin and bullion; erJii™^^ 
to collect notes, drafts, and bills of exchange; to discount m^tegaioaiM 
commercial and other short-term paper and deal in p<£m£ "* 
national land-bank bonds of other farm-land banks with 
its deposits; to keep reciprocal accoimts with other banks; 
to reaiscoimt its conunercial and other short-term paper 
with other banks; and to carry on a general banking busi- 
ness so far as its current deposits are concerned : Provided, 
That such deposits do not exceed fifty per centum of its 
capital and surplus, except as elsewhere heren specified. 
Provided, Jimoever, That farm-land banks, cooperative, 
may for and with their stockholders also do and transact 
the business now possessed and exercised by national 
banks under the laws of the United States, under such 
rules and regulations as may be prescribed by the com- 
missioner ofiarm-land banks, 

B. SPECIPIO LIMrrATlONS. 

Every national farm-land bank shall be subject to the a^"" """"^ 
followiM; specific limitations : 

(a) The amount of national land-bank bonds that may ^j^^^S^ 
be issued and outstanding at any one time by such na- ™^ not eiceed 
< tional farm-land bank shall not exceed fifteen times its itai and surp^^ 
I capital and accumulated surplus. 

(6) The charges of administration imposed by anch ^^«„-^^Jf^^ 
national farm-land bank upon the borrower for handling not eijeed i per 
such loan shaU not in each instance exceed an annual °™ " '™" 
charge of one per centum upon the amoxmt unpaid on the 
loan. 

(c) The payments to be made annually, or semiannu- t«^^*'"'jj<'jj; 
ally, by the borrower shall in all cases be sufficient to paysuftioient in 
lie interest charge upon the loan, the administration ^^wt ^hJgS 
charges of the bank, and an amortization payment suffi-^^"™**^^*"- 
cient to retire and pay off the amount of tlie principal 
borrowed (as evidenced by the face of said first mortgage 

or first deed of trust and the notes or bonds secur&d 
thereby), at its maturity. 

(d) No national farm-land bank shall at any time loan ^^°'°^<* 
any money upon the faith or credit, or upon the assign- 
ment, of its own stock, or of the stock oi any other na- 
tional farm-land bank* nor shall any national farm-land 

bank loan to, or on the credit of any one individual or 
institution, either on the security of land or on any other No'^teH'"! 
security, an amount in excess ot twenty per centum of cent ot oapSai 
the sum of its then paid-in capital and surplus. ana Borpius. 

Eighth. But no national farm-land bank shall transact tt^^'^^ ^^. 
any business except such as is incidental and necessarily '"l^^^ '""' 
preliminary to its oi^anization until it has been author^'" 
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ized to commence business by the commissioner of farm- 
land banks. 

Holdings of Real Estate. 

tite^y^beS" ^^^- ^^- That a national farm-land bank may pxut^BBe, 
' hold, and convey real estate for the following purposes 
and for no others : 
taSdinra **"* First. Such as shall be necessary for its immediate 

accommodation in the transaction of its business. 
^eoOT^Mdft- Second. Such as shall be mortgaged to it by way of 
security for loans made by it, as elsewhere herein pro- 
vided. 
oOTTOyBd'to^^ Third. Such as shall be conveyed to it in satisfaction of 
debt. debts contracted in the course of business dealings. 

Plumed udSw Fourth, Such as it shall purchase at sale under iudg- 
^d^mentsorbTs-ments, decrees, or mortgi^es or deeds of trust, held by 
o^Se^t^dwttthe bank, or shall purdiase to secure debts due to it. 
be^^Ss^^ tt ^^^ •*** ^^^^ bank shall hold the title and possession of 
withtaflvB yetta. any real estate conveyed to or purchased by it to secure 
any debts due to it for a longer period than five years. 

EXEHPTIOK FBOM TAXATION. 

y^ eiemp- gjjo. 18. That every national farm-land bank incorpo- 
rated imder the terms of this act and the capital stock 
and surplus therein and the income derived therefrom 
and the mortgages and deeds of trust (and the notes and 
bonds secured thereby) held by said bank and the national 
land-bank bonds issued by the same shall be exempt 
from Federal, State, and local taxation, except in respect 
to taxes upon real estate. 

Federal Fiduciaet Agent. 

oto^^t. "''"' ^^^- 1®' That the commissioner of farm-land banks 
shall at the time of organization of each national farm- 
land bank designate some individual who is not an officer 
or director of the bank, and who is not objectionable to the 
directors of the bank, as a "Federal fiduciary agent" for 
that bank, who shall also be the representative of the 
bureau of farm-land banks. As such Federal fiduciary 
^oweraanddo- agent he shall have the following powers and perform the 

following duties : 
u^'^^toS First. He shall certify to each national knd-bank bond 
imd-buit bond, issued by the said bank, and no national land-bank bond 
issued without his signature shall be binding upon the said 
bank. 
ba^^^VpcTO!*- Second, He shall have joint possession and control with 
Bi™^to bant of the bank of the mortgagee and deeds of trust (.and of tiia 
tagn^^umd- notes and bonds secured thereby) which are deposited 
bank bonda. ^8 security for the national land-bank bonds issued by the 
o^dS^'^f^^bank, and no mortgage or deed of trust (or note or bond 
g^sicept with secured thereby) so placed in the joint possession of him- 
i^^s^ wi en g^ji ^^^ ^^ g^ij bank shall be withdrawn or changed or 
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have any credit made thereon except by and with his con- 
Rent in writing. 

Third. He shall have the supervisory control of all opj^- f^^ 
entries in the mortgage ledger kept by the bank, in in mortgaga 
which ledger shall be kept a detailed statement of each *"*"' 
issue of national land-bank bonds made by the bank, led^iXTfS 
and of all the mortgages or deeds of trust (and notes or tam. 
bonds secured thereby) held by the bank and himself 

i'ointly, to secure the national land-bank bonds of the 
lank, as well as such other information as may be re- 
quired by the bureau of farm-land banks. And no entry ,j^^ ^P^ 
shall be made in the said mortgage ledger indicating tSeo to wriung. 
either the deposit of mortgages or deeds of trust, the with- 
drawal or substitution of mortgages or deeds of trust, or 
credits on mortgages or deeds of trust so held by the 
bank, except by and with bis approval in writing, which 
approval may "be Bignified by signing his name on the g^^S: "'^ 
mar^ of the page m the mortgage ledger where such 
entries are made. 

Fourth. He shall execute such bond with such security roorth. Bond, 
as may be required by the commissioner of farm-land 
banks. The salary and expenses of said Federal fiduci- ^^^ '"'' "" 
ary agent shall be fixed by the joint agreement of the 
bank and of the commissioner of farm-land banks and 
shall be paid by the national farm-land bank Vnth which 
he is acting. 

Capftal Stock. 

Sec. 20. Thatthesharesof stockof eachnationalfarm-^^y^^,"!^ 
land bank shall be of the par value of $100 each, and each power, 
stockholder shall be entitled to one vote for eacn share of 
stock standing in bis name: Provided, Tiowever, That in 
the case of national farm-land banks, cooperative, each 
stockholder shall be entitled to one vote and only one, 
and the shares of stock may be of the par value of S25 
each. Sharebolders may vote by proxies duly author- 
ized in writing; but Mo officer, clerk, or employee of such 
bank shall act as proxy^ and no shareholder whose liabil- 
ity is past due or impaid shall be allowed to vote. Any 
national farm-land bank may, in its by-laws, authorize 
cumulative voting for directora. 

Sbo. 21. ThatatleastfiJEtypercentumofthecapitalstocko^^^^^ °° 
of every national farm-land bank shall be paid in before 
it shall be authorized to do business, and the remainder 
of the capital stock of said bank shall be paid in, in install- 
ments of at least ten per centum each on the whole amount 
of the capital, as frequently as one installment before the 
end of each succeeding month from the time it shall be au- 
thorized by the commissioner of farm-land banks to com- 
mence business, and the payment of each installment 
shall be certified to the commissioner of farm-land banks, 
under oath, by the president or cashier of the bank. 

Sec. 22. That whenever any shareholder or his assignee ^(^iJ'i/i^^'i^^"^ 
fails to pay any installment on the stock when the same ikabiutr- 



AOBICULTUBAI. CEBDIT. 

is required bj the precedLDg section to be paid, the direc- 
tors of such Dank may sell the stock of such delinquent 
shareholder at public auction, having given three weeks' 
previous notice thereof in a newspaper of general circula- 
tion published in the city or county where the bank is 
located (or if no newspaper is published in said city or 
county, then in a newspaper published nearest thereto), 
to any person who will pay the highest price therefor, to 
he not less than the amount due thereon, with the ex- 
penses of advertisement and sale; and the excess, if any, 
shall be paid to the delinquent shareholder. If no bidder 
can be found who will pay for such stock the amount due 
thereon to the association and the cost of advertisement 
and sale, the amoxmt previously paid shall be forfeited 
to the association, and such stock shall be sold as the 
directors may order, within six months from the time 
of such forfeiture; and if not sold, it shall be canceled 
and deducted from the capital stock of the association. 
If any such cancellation and reduction shall reduce the 
capital of the association below the minimum of the cap- 
ital required by law, or below one-fifteenth of its outstand- 
ing national land-bank bonds, the capital stock shall, 
within thirty days from the date of sucn cancellation, be 
increased to the required amount, in default of which a 
receiver may be appointed, according to the provisions 
of section mty-two nundred and thirty-four oi the Re- 
vised Statutes, so far as it may be appUed hereto, to close 
up the business of such bank, 
of c»P' Sec. 23. That any bank formed under this act may, by 
its articles of association, provide for an increase of its 
capital from time to time, as may be deemed expedient, 
subject to the timitations of this act. But the maximum 
of such increase to be provided in the articles ot associa- 
tion shall be approved by the commissioner of farm-land 
banks; and no mcrease of capital shall be vahd until the 
total amount of such increase is paid in and until notice 
thereof has been transmitted to the commissioner of farm- 
land banks, who shall thereupon issue to such bank his 
certificate, specifying the amount of such increase of 
capital stock, witn his approval thereof, and after it has 
been duly paid in it shall be treated as part of the capital 
stock of such association. 
•* Seo. 24. That any bank formed under this act may, by 
the vote of shareholders owning two-thirds of its capital 
stock, or in the case of national farm-land banks, coopera- 
tive, by the vote of two-thirds of the stockholders, reduce 
its capital to any sum not below the amount required by 
this act to authorize the formation of such a bant: but nO 
such reduction shall be allowed which will reduce the capi- 
tal and surplus of the association below one-fifteenth of its 
outstanding national land-bfmk bonds as herein provided: 
nor shall any such reduction be made until the amount of 
the proposed reduction has been reported to and approved 
by the commissioner of farm land banks. 
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BOABD OF DmECTORS. 

Sec. 25. That the affaira of each bank shall be man- diIS£,S"''°° * 
aged by not lesa than five nor more than nine directors. 
j31 directors shall be elected by the shareholders at a 
meeting to be held at any time before the association is 
authorized by the commissioner of farm-land banks to 
commence business, and afterwards at meetings to be 
held on any such date in January of each year as is 
specified therefor in the articles of association. The 
(firectoi-s shall hold office for one year, and until their 
successors are elected and qualified. 

Sec. 26. That every director must, during his whole aireM^"""** 
term of service, be a citizen of the United States ; and at 
least three-fourths of the directors must reside in the 
State or Territory in which the bank is located for at 
least one year immediately preceding their election, and 
must be residents therein during their continuance in 
office. Every director must own. in his own right, at 
least five shares of the capital stock of the bank of which 
he is a director. Any director who ceases- to be the 
owner of five shares of stock, or who becomes in any 
other manner disqualified, shall thereby vacate his place, 

Seo. 27. That each director, when appointed or [.^di,^^jf^ 
elected, shall take an oath that he ^vill, so far as the duty 
devolves on liim, diligently and honestly administer the 
affairs of such bank, and will not knowingly violate or 
willingly permit to be violated any of the provisions of 
this act, and that he is the owner in good faith, and in 
his own right, of the number of shares of stock required 
by this act, subscribed for by him or standing in his name 
on the books of the bank, and that the same is not 
hypothecated or in any way pledged as security for any 
loan or debt. Such oath subscribed by the director 
making it, and certified by the officer before whom it is 
taken, shall be immediately transmitted to the commis- 
sioner of farm-land banks, and shall be filed and pre- 
served in his office. 

Seo. 28. That any vacancy in the board shall bo filled ^J,^ """"^ 
by appointment by the remaining directors, and any 
director so appointed shall hold his place until the next 
election. 

Sec, 29. That if, from any cause, an election of direc- ^^''^ebS^ 
tors is not made at the time appointed, the bank shall not la bold on tha 
for that cause be dissolved^ but an election may be held ^'°^" *''■ 
on any subsequent day, thirty days' notice thereof in all 
cases having been, given in a newspaper published in the 
city, town, or county in which the bank is located; and if 
no newspaper is published in such city, town, or county, 
such notice shall be published in a newspaper published 
nearest thereto. If the articles of association do not fix 
the dav on which the election shall be held, or if no elec- 
tion islield on the day fixed, the day for tlie election shall 
be designated by the board of directors; or if the direc- /— i 

S. Doc. 380,63-2— 6 i, A^OOglC 
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tora fail to fix the day, sharcliolders representing two- 
thirds of the shares may do so, or in the case of national 
farm-land banks, cooperative, two-thirds of ^e stock- 
holders may do so. 
p^B*dVn° of ®^' ^^- Th**' one of the directors, to be chosen by the 
board. board, shall be the president of the board. One or more 

vice-presidents shall hkewise be chosen by the bowd. 

Liability op Stockholdebs. 

M^''S''rii^ Seo. 31. That the shareholders of every national farm- 
iioWms. land bank, shall be held individually responsible, equ^y 

and ratably, and not one for another, for all contracts, 
debts, and engagements of such bank, to the extent of 
the amount of their stock therein, at the par value there- 
of, in addition to the amount invested in such shares, 
unless, in the case of national farm-land banks, coop- 
erative, by a two-thirds vote of the stockholders a larger 
liability shall be undertaken. 
teS^"'^^ Sec. 32. That persons holding stock as executors, ad- 
sonauy liftbio. luinistrators, guardians^ or trustees shall not be per- 
sonally subject to any habiUties as stockholders: but the 
estates and funds in their hands shall be liable in like 
manner and to the same extent as the testator, intestate, 
wardj or person interested in such trust funds would be 
if hving and competent to act and hold the stock in his 
own name. 

Conversion of Existing Land-Mobtoaqe Ck>uPAinE8 

AND OTHEK StATE INSTITUTIONS INTO NATIONAL FaSU- 

Land Banes. 

°ilti!fg"Cd^ ^^*?- 33. That any land-^mortgf^e association or cor- 
moitgago oom-poration, or any similar institution, including building 

ranlea and other ^ii .'^.- ■ \ t *'-j-" 

State institutiDns &na ioau associations or savings and loan associations 
1^ bS.'"™" lending exclusively on farm mortgages, now incorporated 
under the general or special laws of any State, may oecome 
a national farm-land bank under this act, under a suitable 
name, upon complying with the provisions of this act; and 
in such case the articles of association and the organiza- 
tion certificate may be executed by a majority of the 
stockholders of the existing institution, and the certificate 
shall declare that the owners of two-tldrds of the capital 
stock of the old institution have authorized the directors 
to make such certificate and to change and convert the 
institution into a national farm-land bank. The majority 
of the directora, after executing the articles of association 
and organization certificate, shall have power to execute 
all other papers and to do whatever may be required to 
make its organization perfect and complete as a national 
farm-land bank. "Die directors of the old company may 
continue to be the directors of the national farm-land bank 
until others are elected or appointed, in accordance with 
the provisions of this chapter. When the commissioner of 
fanU'land banks has given to such association a c^tificate 
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under his hand and official seal (after the provisions of 
this bill have been comphed with), and after it is author- 
ized to commence the business of farm-land banking, the 
bank shall have the same powers and privileges and shall 
be subject to the same duties, responsibUities, and rules, 
in all respects, as are prescribed for other banl^ originally 
organized as national farm-land bauks, and shall be held 
and regarded as such a national farm-land bank; but no 
such bank shall have a less capital than the amount pre- 
scribed for national farm-land banks organized under this 
act, and no such corporation shall bo authorized to do 
business as a national farm-land bank until the amount 
of its outstanding collateral trust bonds is so reduced that 
it does not exceed fifteen times the capital and surplus of 
the said bank, and until it complies in all other respcets 
with the provisions of this act. 

FiuvrLEOss Granted to National Farm-Ijanu Banks. Privoeges. 

Seo. 34. That the national land-bank bonds of any na- b(S*'°b^^^ 
tional farm-land bank shall be available for the following ceivabie. 



First. As security for the deposit of postal 8*™g3 ritv^Vr'tSSi 
funds in such national farm-land banks and all other ban& savtagsfunir 
authorized to receive such deposits. 

Second. As a legal investment for time deposits of g^^i^^^ 
national bankii^ associations, as provided in the Federal ^t time depo^u 
reserve a«t, and for the funds accumulated in savings banks taga^ocSttoi^ 
or^inized and doing business in the District of Columbia. 

Third. As a legw investment for trust funds and es- Thini. As a le- 
tates under the charge of or administered by any of the 1^ united^^M 
courts of the United States. Myto^V ^^""^ 

Fourth. As a security for loans from national banking Fourth.' As sc 
associations to national farm-land banks or to individuals, h^^tk^ibMlE 
for not exceeding five years, to an amount aggr^ating^J*^^^- 
not over twenty-five per centum of the capital and under »ec' 26 ot 
surplus or to one third of the time deposits of the national ^^' """^ 
banking association making such loan. Such loans to be 
made and held by the national banldn^ association mak- 
ing the same, as beii^ within the provisions of section 24 
of the Federal reserve act, so as to permit national banking 
associations to lend to national farm-land banks, on their 
obligations secured by their national land-bank bonds, 
in place of making the loan directly on farm lands, as 
provided for in said section. 

The foregoing privileges (or such of them as the com- 
missioner of farm-land Danks, with the approval of the 
Secretary of the Treasury, may, by general rules applica- 
ble to aU banks organiaed hereunder, from time to time 
designate), shall apply to national land-bank bonds isaued 
under authority of this act, only as and when the following 
conditions (or such of them as the commissioner of farm- 
land banks, with the approval of the Secretary of the 
Treasury, may from time to time by like general rules ^ 
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designate) are likewise put into effect in any State or 

States. 
ito^^^^^oS^ ("' '^^t laws decided to be sufficient by the bureau of 
BKempcion ibits farm-land banks hare been enacted by the State in 
wftiv^^w\iioh which such national farm-land bank is operating, with- 
inortKagea. drawing, Or canceling the right to claim exemption, or 

Eroviding for the waiver of such exemption, whether 
omeetead or otherwise, against the mortgages or deeda 
of trust (or notes or bonds secured thereby), held 
as security for the national land-hank bonds of such 
national farm-land bank: Provided, That if the right to 
waive such exemption is given, then that all the mort- 

fages or deeds of trust (and bonds or notes secured there- 
y) deposited as security for such national land-bank 
bonds contain such waiver, 
vByaniSg ' »nd ^^' That in the judgment of the commissioner of f arm- 
loreoiosuro are land hauks, -the State laws providing for registration of 
Bimpimed. Ij^j^^ titles, conveyances, and foreclosxn-es in any given 

State are such as to give reasonable protection to the 
holders of first mortgages and first deeds of trust on 
lands located within that State. 
neSiJi^'Cd^ ^^' That the national land-bank -bonds of all national 
bank iwiids are farm-land banks, which are accepted under this law as 
!^^toi™ts'"to'r security in the various matters above set out, shall be 
bSiks ^Vr'uf t liliewise accepted, under the State laws of the State in 
funds/andinsur- -which such national farm-land bank is operated, as a 
tSastateT"' "' legal investment for the funds of savings banks operat- 
ing in ih&i State, and of trust funds and estates held by 
or under the control of the courts of that State, and as 
a legal investment for the reserves of insurance com- 
panies incorporated under or operating under the laws 
of that State. 

Examinations. 

eilSSS^"""' Sec. 35. That the commissioner of farm-land banks, 
with the approval of the Secretary of the Treasury, shall, 
as often as shall be deemed necessary or proper, mdicate 
a suitable person or persons to make an examination of 
the affairs of every national farm-land bank; and shall 
Fowets. have power to make a thorough examination mto all the 

affairs of the bank, and in doing so to oxan)ine any of the 
officers and agents theicof on oath, and shall make full 
and detailed report of the condition of the bank to tlie 
commissioner of farm-land banks. The person assimed 
to the making of such examination of the affairs of^anv 
national farm-land bank shall have the power to call 
together a quorum of the directors of such bank, who 
shall, under oath, state to such examiner the character 
and circumstance of such of its business as he may desig- 
nate. The expense of the examinations herein provided 
for shall be assessed by the bureau of farm-land banks 

jjH™ appor- upon the banks examined in proportion to assets or re- 
sources held by such banks upon a date during the yearion 
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which such exanrinations are held, to he established by 
the bureau of farm-land banks. The provisions of sec- 
tion 26 of the Federal reserve act prohibiting the mak- 
ing of any loan or granting any gratuity to the exam- Gratuitua to 
iner of a national bank shall appfy with equal force to mi^f" ^'°* 
examiners of national farm-lana banks, and the penalties 
and punKhmentB therein provided shall be equally 
applicable to such examinerE of national farm-land banks. 

Sec. 36. That the commissioner of farm-land banks ^^^^^"^ '* 
shall require statements showing the condition of each 
bank to oe published in a newspaper or newspapers pub- 
lished in the vicinity where the bank is located at such 
times as calls for such statements may be made by him, 
and in general conformity with the practice as to call for 
statements from national banking associations by the 
Comptroller of the Currency: Provided, That in the dis- 
cretion of the Secretary of tne Treasury, any or all exam- 
inations of national farm-land banks may be made by 
examiners who are commissioned to examine national 
banking associations. 

Dividends. 

Sec, 37. That the directors of each national farm-land ^'I'lendj. 
bank shall be authorized to declare a dividend upon the 
outstanding and paid-up capital stock of such an mstitu- 
tion out of the net earnings of the same: Provided, That in 
no case shall any dividend be paid which will impair the p^^pigj,' '"* 
capital stock of tne said institution, nor shall any mvidend 
be paid which will reduce the amount of capital and sur- 
plus of each bank to less than one-fifteenth of the out-y,!^^'*="'°' 
standing national land-bank bonds of the said bank: 
Providm, Tioweoer, That in the case of cooperative farm- 
land ban^ the net earnings of such banking corporations ^ J'o'J?™'Jfti \\ 
available and set aside for the payment of interest and unta. 
dividends shall bo distributea as follows: "To each 
owner of stock of such corporation may first be paid a 
dividend in the form of interest upon the par value of the 
shares of stock owned by such owner of stock, computed 
at the rate of interest generally prevailing in the com- 
munity where such bank is located, but not exceeding How dedarad. 
the legal rate of interest in the State where such banking 
corporation is situated, if said earnings are sufficient for 
that purpose ; otherwise, to be paid to each owner of such 
stock pro rata computed upon the par value of such stock. 
The balance of sucn net earnings, if any, shall be distrib- 
uted among the patrons of such banking corporation in 
proportion to the amount of business transacted with 
such bank: Provided, however, That in such distribution 
tho share-owning patrons may, if approved by a two- 
thirds vote, take dividends at a rate twice as great as 
that paid to nonshare-owning patrons"; Provmed fur- 
ther, That a special reserve fund shall be maintained by 
each national larm-land bank, which special reserve fund/-~- i 
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shall be created out of the net earnings of the bank and 
shall at all times be equal to five per centum of the total 
annual interest charge on the land-bank bonds which are 
outstanding against such bank at the close of the last 
fiscal year. Such special reserve fund shall not be dis- 
bursed for any other purpose except to meet arrears in 
interest payment oh land-bank bonds issued by such 
bank. 

DntBOTORs' Meetings. 

n^t^o^ 1^ ^^*' ^^' 'J'^** ^^^ directors of each national farm-land 
manth. bank shall meet at least once in each month, and at such 

other times as are necessary. They shall have power to 
commitieel'^an'i ^^ppoint Committees and to delegate to such committees 
deiegaie powera. such portion of their powers aa may be necessary for the 

convenient operation of the bank, subject to the approval 

of the bureau of farm-land banks. 
i >>- i 
, ,1 ' I Appraisement CoMMrrrEB. 

oom??i«^'"*''' Seo. 39. That the board of directors of each national 
farm-land bank shall immediately upon its organiza- 
when Bppoint- tion, and before making any loans upon farm lands, 
**■ appoint an appraisement committee, which shall be com- / 

Composed of posed of three members of the board ofclirectors. The 

'*NMii^'iiied names of said appraisement committeeshall be at once 

JjJ^j,*^^™^^ delivered to the commissioner of farm-land banks, and 

bwiks. any change in the said commifcteo shall be at once com- 

Duties, municated to him. The duty of said committee shall be 

to appraise, or cause to be appraised, and report on the 

value of real estate offered as security for loans. All 

w^ritteu ">■ reports of the appraisement committee shall be made in 

writing, signed by a majority of the committee, and shall 

give a description of the property, the value at which it 

IS appraised oy them, the value at which it is assessed 

for taxation, and such other information as may be 

required by the directors of the bank or by the com- 

^^ports to be missioner of farm-land banks. Such report shall be filed 

and preserved with other papers relating to such loan, 

ou^"i^te^reI ^^^ ^^ \oaji shall be made on any farm land unless and 

port. until such report in writing has been filed with the said 

bank. 

Postal Savings Deposets — Deposit of State Funds — 
Eeseeves- — Loan op Current Deposits. 

io''r^il'e*p™tai ^^^- ^^- '^^** ^'^ national farm-land banks shall, 
sbrtngs deposits. upoQ the request of the board of trustees of the postal 
savings system, receive deposits of postal savings funds 
to the extent of one-half tleir capital and surplus, and 
pay interest thereon at the rate required to be paid by 
other banks on similar postal deposits. 
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Seo. 41. That the limitation on the amount of de- ^^'jfJJ*^^^"^". 

Eosits which shall be received by national farm-land poaita does not 
anks, by which tbey are preTented from receiving de- SS'Si^'^^?. 
posits in excess of fifty per centum of their capital and ^S^^"' ^^^ 
surplus, shall not apply to deposits made with said banks 
by the Government in the shape of postal savings de- 
posits, or other govMimientar deposits; nor shall it 
prevent the said banks from receivmg deposits of State 
funds. On all time deposits of whatever character, the^gj^^^n^g^ 
Rational farm-land banks shall maintain a cash reserve po3ita;{s™rcent 
of at least five per centum; and on all check deposits shall """^ eposits. 
maintain a reserve of at least twelve per centum, either in 
cash or in balances with other banks, under rules and 
regulations to be prescribed by the commissioner of farm- 
land banks. The postal savings deposits held by any je^"' in?esi^ 
such bank, except the five per centum reserve, may be in- in nauonai laod- 
vested only in first mortgage or first deed of trust loans ''"^ *""*'' 
on farm land, being secured to the Government by the 
deposit with it of tlie national land-bank bonds of any 
national farm-land bank complying with the rules of the 
commissioner of farm-land banks, approved by the 
Secretary of the Treasury, as prescribed m pursuance of 
the provbions of this act. The funds held on deposit by 
such banks for the State in which they operate may be hoi^in™^**" 
invested as provided by the laws of such State. 

DesTRTTCTIBLE PnOPBRTT TO BE INSURED. 

Sec. 42, That wherever the value of buildings orpTO™wtotoSS 
destructible property attached to the land is a part of aured. 
the security for any loan, such building or destructible 
property snail be properly insured against loss by fire, 
ana policies representmg such insurance shall be prop- 
eriy assigned and deposited along with the mortgages 
under the joint control of tl« stdd bank and the Federal 
fiduciary agent. In such case provisions shall be made 
in the mortgages or deeds of trust for the pay- p^^^* ™ 
ment by the oorrower of an amount suflicient to pay vidad for. 
the premiums on such insurance policies, in addition to 
the mterest, amortization, and administration charges 
to be paid by him as herein set ont. In appraising 
property for loans, the buildings and destructible prop- 
erty shall not be valued at more than twenty per centum 
of the total appraisement. 

Branch Banks. 

Seo._ 43. That no national farm-land bank shall he po^Xwed'""''" 
authorized to operate branches, but each said institu- 
tion may, with the approval of the commissioner of 
farm-land banks, employ and maintain loan agencies 
tltroughout the State in which it is opemted. 
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Sales Agencies. 

sales aee>ick9. gj-o, 44, That any national fann-land bank may, with 

the consent of the commissioner of farm-land banks, 

maintain either within the State in which it is oper- 

Bttt^'*''*" '■'ating, or elsewhere, sales agents or agencies for the sale 

of its national- land-bank oonds or for trading in the 

How Pekiodio Payments Made by Bobbowbb on 

MORTOAOE TO BE DETERMINED. 

e^f^nier^^w ®^°* *^' That to the rate of interest to be borne by 

fliedinsuchoaso. the national land-bank bonds to be issued by the bank 

shall be added the administration charge, together with a 

charge sufficient to amortize the loan by the time of its 

maturity, and In this way the periodic payment to be 

mmJaut^ lo^^i P"^*^ **? *^^ borrower on lus mortgage shall be fixed, and 

changed. thb shall be set out in every mortgage and shall not be 

changed during the terra thereof. 

Loans May be Paid with National Land-Bank Bonds 
OP Same Semes— Bank May Buy in its National 
Land-Bane Bonds and Kate Cobrespondinq 
Amoxtnt of Mortgages Beleased. 

mMFfflv^aJ^i^ ^^^- ^^- That any borrower shall be entitled to pay off 
eaeo. tlie amount of his mortg^e or any portion thereof by 

presenting to the bank, on any interest period after the 
first five years, the national land-bank bonds of the bank 
of the same series as those issued against his mortgage. 
To the extent of such national land-bank bonds pre- 
sented and canceled at such time, the borrower shall be 
relieved of his mortgage indebtedness and proper credits 
shall be made upon his mortgage. The Federal fiduciary 
aDd*°eiSa!^ ''"ts sg^nt shall evidence such credit. The bank issuing su<^ 
bonds BDiinieaGa national land-bank bonds shall also have the right at any 
mortBaBes. ^j^^ ^ j^^y. ^ ^-^q open market its national land-bant 
bonds and to cancel the same, and thereupon to release 
a proportionate amount of the mortgages securing such 
Bnnkmustpag national land-bank bonds. But in case any of such na- 
caiud tor pay. tional land-bank bonds of the bank are called for pav- 
"™'' mentby the bank, as hereinbefore provided, then the 

same must be paid off by the bank at par. 
iicn'^wi^'K ^^^- *'^* That whenever the borrower pays his debt in 
paid. full the bank shall promptly satisfy and discharge the 

hen of record. 

General Powers Given to Commissioner op Farm- 
Land Banes. 

give^"(?comt'-^" S^^- ^S- That the commissioner of fami-land banks, by 
sioner of laiin- general rules and regulations, shall prescribe the methods 
land banks. ^j keeping the mortgage register; of holding and pre- 
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sorvii^ the mortgages and the bonds secured by deed of 
trust m the joint possession of the bank and of the Fed- 
eral fiduciary agent; of crediting paymenta on mortgages; 
of cancehng mortgages ; and of releasing the liena of mort- 
gages in whole or m part; and the general rules and regu- 
lations for the conduct of the institutions provided for 
under this act. Such rules and regulations, not in con- 
flict with the provisions of this act, shall be hinding upon 
all the banks created under the same. 

Sec. 49. That all matters relating to the oiganization 
and operation of said national farm-land ban& created 
under this act shall be under the direction and control of 
the commissioner of farm-land banks, except as herein 
specified. 

Penalties for Violation of Law, 

Seo. 50. That any officer, clerk, or agent of any national ^ 
farm-land bank or any Federal fiduciary agent herein S2 
described, who commits any offense or malfeasance, such 
as described in sections fifty-two hundred and eight and 
fift^-two hundred and nine of the Beviaed Statutes of the 
Umted States, and section thirteen of the act approved 
July twelfth, eighteen hundred and eighty-two, bemg the 
law relating to national banks, shall be punished upon con- 
viction as prescribed in the said laws relating to national 
banks. 

Seo. 51. That all acts and parts of acts inconsistent 
herewith are hereby repealed. 
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UNTTED STATES COHHISSION TO INTEBTIQATE AND BTUDT IN EUBO- 
PEAN COUNTRIES COOPERATIVE IANI>HOBTGAGB BANKS, COOPBEA- 
TITE RURAL CREDIT UNIONS, AND SUnO-AB O&QANIZATIONS AND 
IKSTITDTIOHa DEVOTING THEIR ATTENTION TO THE PROMOTION Of 
AGBICULTORE AND THE BETTBBMEMT OW RURAL CONDITIOKS." 

Washington, D. C, March IS, 1914. 
To the Senate and the Home of SepreserUaHvea: 

We have the honor to submit herewith Part III of the report of 
the United States commisaion, appointed hy the President and au- 
thorized by an act approved March 4, 1913, to investigate and study 
in Europraa countnes cooperative land-mortgage ban&, cooperative 
rural credit unions, and similar or^&nizatdonB and institutions devot- 
ing their attention to the promotion of a^culture and the hettrav 
ment of rural conditions" and "to submit a report to Congress as 
early as practicable embodying the results of its investigations and 
such recommendations as it may see fit to make." 

Parts I and II, relating to land-mortgage or long-term credit, were 
submitted to Congress on January 29, 1914, and printed as Senate 
document No. 380, Parts I and U, Sixty-third Congress. 
Part III relates to personal or short-term credit. 
Respectfully, 

DtraoAN U. Fletcher, Chairman. 

Baiph W. Mobs, Vice Ohawman. 

Thomas P. Gore. • 

Hartie Joedan. 

John Lee Coulter, Secretary. 

Kenton L. Butterhbld. 

Clarbnob J. Owens. 
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PERSONAI. OE SHORT-TERM CREDIT. 

Washinoton, D. C, March, IS, 19U. 
To the Congress! 

The last paragraph of the act making appropriations for th« 
Department of Agriculture for the fiscal year ending June 30, 1914, 
approved March 4, 1913, authorized the creation of the United States 
Cfommission and defined its duties as follows; 

Tbat the President of the United States shall an^wint a commlssioii composed 
of not more than seven persons, who., shall serve without compensatloD, to 
cooperate with the American Commission assembled under the auspices of the 
Southern Commerctal OongresB to InveBtlgate and study In European countries 
cooperative land-mortgage banlcs, cooperative rural-credit unions, and similar 
organizations and institutions devoting their attention to the promotion of 
agriculture and the t>etterment of rural conditions; and for Qie purpose of its 
iDveBtlgations the commission shall be auUiorlzed to Incur and have paid, upon 
the certificate of its chairman, such expenses In the city of Washington and 
elsewhere for the payment of the aalBriea of employees, clerks, stenc^Taphers, 
assistants, and such other necessary expenses as the commission may deem 
necessary: Provided, That the total expenses Incurred for all purposes shall 
not exceed the sum of $25,000; and the said commission shall submit a report 
to Congress as early as practicable embodying the results of its investigations 
and such reconunendatlona as It may see fit to mabe. 

In pursuance of the authority conferred on him by this act, Presi- 
dent Wilson named as the members of this commission : 

United States Senator Duncan D. Bletcher, of Florida, 

United States Senator Thomas P. Gore, of Oklahoma. 

Congressman Kalpb W. Moss, of the flftli district of Indiana. 

CoL Harvle Jordan, planter, of Atlanta, Oa. 

Dr. John Lee Conlter, agricultural expert of the Censns Bureau, Washington, 
D. C. 

Dr. Kenyon I.. Butterfleld, preaident of tbe MassachuBetta Agricultural Col- 
lege, Amherst, Mass, 

Dr. Clarence J. Owens, managing director of the Sonthon Commensal Con- 
gress, Washington, D. 0. 

The members perfected an organization wit^ Senator Duncan U. 
Fletcher as chairman and Congressman Ralph W. Moss to act aa 
chairman in his absence, and with Dr. John Lee Coulter as secretary. 

On January 29, 1914, your commission made its report pertaining 
to long-term or land-mortgage credit. This report pertains to per- 
sonal or short-term credit. 

From all information that the commission has assembled on the 
status of personal or short-time credit for farmers in the United 
States it ifi clear that very different conditions exbt in different 
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puts of the ooontry. In some it is perfectly clear that farmmrs 
nave most of the institutions necessary, so far as personal or shorts 
time credit is concerned. In all parts of the country farmers i 

EatnMiize to a greater or less extent small and medium natiohal ; 
anks, Emmll and medium State banks, as well as private banks. ' 
To a ctmsider&bly smaller extent they patronize ajid are served by : 
loan and trust companies and savings banks, both mutual and stock. 
Some other instituuons of less importance are to be found. 

In addition to these regularly estabUshed and recognized financial 
institutions, farmers are also served extensively or patronijze extrai- 
' sively individual lenders. Farmers both borrow and lend as individ- 
uals to individuals, and also borrow from individuals other than 
farmers to a considerable extent, and possibly lend in some cases. ; 
Then, too, farmers depend upon the local stores and representatives 
of commission houses and other buyers of farm products and dealers 
in farm supplies for credit to a veiy large extent. 

There are no data available to ^ow how many farmers patronize 
the different institutions and agencies noted above, nor are data avail- 
able to show to what extent they patronize these institutions. It is 
possible, however, to show the number of each type of institution in- 
dicated above, and it is also possible to show the number of persons 
who cater to farmers. 

In the reports of the Comptroller of the Currency will be found 
statistics showing the number and location of national banks. State 
banks, private banks, loan and trust companies, mutual savings 
banks, and stock savings banks. The same reports show the extent 
to which these institutions lend with real property as security and 
also the extent to which commercial paper is backed by collateral 
or is " one-name " or " two-name " paper. They also abow tiie extent 
to which this is " demand " or " time ' paper. 

The " occupation " statistics, published By the Bureau of the Cen- 
sus, Department of Commerce, show the number of real-estate agents, 
bankers, storekeepers, etc. It is not essential, however, in a brief 
report, to go into all of these details, although they should all be kept 
in mind in any movement to secure new l^islation. 

One of the first very definite and fundamental observations which 
must be accepted as a result of an examination into the characteris- 
tics of financial institutions in this country which serve farmers so, 
far as credit is concerned is that they were rtot conatT'ucted to servA 
the specicd need* of the farmert. Because the financial institution9| 
have not been constructed to serve the special needs of the farmers) i 
other institutions, such as stores of all Kinds and persons who are 
the purchasers ox and dealers in farm products, have often been 
forced to furnish the financial aid necessary. 

An illustration of the peculiar difficulties of short-term credit is 
pven 1^ J. R. Cahill, Esq., in a recent ireport (Agricultural Credit 
and Cooperation in Germany, S. Doc. No. 17, 6Sd Cong.). Ha 
states, on page 17: 

Van tlie provl^on of tbls form of credit In adequate amount and on suitable 
conditions as to Interest and repsyment, farmers. eepcdaUj medium and ranall 
farmers, require & dllTerent credit organization from that which has been 
evolved for merchants and manufacturers; and for certain rather obvious rea- 
Bona The ootstandlnE feature of the agricultural iDdustrr Is the length of 
period of production. Within limits the manufacturer can hasten at will the 
process of producdtat, and repeat bis products, ot the trader can restock tail 
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■tore Mveral times wtthln the year ; for tbe lanner tlie time of be«lmilng and 
tbe time of flnlahlng production are fixed bj nattire. Althoogh tbe duraUon 
of tlie period of prodQction may be sbortened to some extoit, artiflcial haateolng 
processes are not applicable In mOBt cases, and lack the eSectLvsiieas of tlie 
tnachloe in industrr. In certain Important brancbee of agrtcultare .tbe period 
of production may extend over several years: Thus a foal requires tbree or 
font years, and a calf two or tliree years before becoming utUlzable or market- 
able. And tbe returns of agricultural production are more uncertain than tbose 
of commerce and industry owing to accidents of harreat, risk of disease, 
perlsbablllty of produce, and otber causes. Anotber peculiarity — making due 
allowance for depressions and for numerons seasonal trades outside agrlcul- 
tnre — Is tbe irregolarlty of monetary returns from year to year, or tbelr 
tendraicy to fall In certain montbs or periods In each year. Unless bis farming 
is mixed [dlverslfled] tbe farmer obtains bis main receipts In autumn wben be 
sells his crops [or other farm products, sncb as beef animals, wool, etc.]. Under 
tbeae circnmstancea a banking system wbicb alma at a rapid turnover of 
funds and grants credits of tbree and four montbs, witb cme or two renewals 
tor like periods, is of yery little advantagft 

These special circumstances of agricultural production hare been 
carefully studied by the commission. 

PEOPLE'S BANKS. 

Most European countries have recognized the different needs of the 
different classes of people, such as merchants, manufacturers, farm- 
ers, etc., and different institutions exist to serve the different classes; 
and yet it is true that in several countries there is one type of insti- 
tution which to a very large extent serves the different classes, thus 
demonstrating that it is not absolutely essential that separate and 
distinct institutions exist. 

It is not necessary to review here the different general financial 
institutions in European countries ; this has been done by the Mone- 
tary Commission. But it is necessary to review certain special 
institutions which serve agriculture to a very large extent in addi* 
tion to their other financial activities. The most important type : 
of institution of this class is that popularly known as the " People's ! 
Bank." The best illustrations are found m Germany, Austria, and 
Italy, but some other countries have institutions quite similar in 
many if not most respects. 

This particular institution developed in Germany, where it is 
popularly known as the " Schulze-Delitzsch " type or bank. It is 
described here first because it resembles in many respects the small 
private, state, fUid national banks found in many parts of the United 
States. It is quite probable that slight changes in our national 
banking laws would make it possible for the sntall banks of this 
country to extend their activities 50 that they might serve the same 
purpose in the same way that these banks now serve the farmers of 
Germany, Austria, Italy, and other European countries. 

NUHBBR or BANKS AND UEMBEBSHIP. 

According to the latest report available (^statistics of 1911) there 
were in Germany 1,051 of these banks which furnished details of 
their operations, which is about one-seventh of the number of na- 
tional banks in the United States. The first important character- 
istic is the fact that the average membership of these German baijcs ; 
in 1911 was S39. This is doubtless many times the number of mem- 
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bers or owners of stock in the avwage national, Btate, or private bank 
in tbe United States. 'Hiis is one of the reasons why uieae institu- 
tions are called ** popnlar banks." An analysis of the type of mem- 
berdiip shows the following : 

Percent. 

1. Independeit asncoItarlstB (farmers, etc.) . 26.91 

2. Woge-eamtog agrlcultarlstB (laborers, etc.) :. 2.42 

5. ArtlBBna 22. 80 

4. Hercboata, manufactarera, etc IS. 00 

(L Workmen, apprentlcea, and wage-earn^^ generallf 11.80 

6. Professional men, dvll eervants, clerks, etc 9. 09 

7. Peraoas Uvlnc on penslona oi poBsesstng Independent means 8. 78 

100.00 
Prom this little table it will be seen that 26.61 per cent of all mem- 
bers are independent farmers, and an additional 2.42 per cent repre- 
sents farm laborers. This is the largest individual class of members. 
In Austria this type of bank has grown very rapidly and the 
number far exceeds the number in Germany, where tney developed 
first. In 1912 there were in Austria 8,599 of these institutions. Com- 

Slete details for 1910 were secured from 2,862 of these banks, and 
ley reported a membership of 1,704,090, which is an average of 595 
members per bank. 

It will be seen that in this respect the Schulze-Delitzsch banks of 
Austria are very similar to those of Germany. It is not necessuy 
to speak at length of these popular banks of Austria, however, since 
they are only of minor importance so far as agriculture is concerned. 

A new type of bank started in Austria (see description on p. 86) , 
[ and after this the Schulze-Delitzsch banks gave very little attention 
to the needs of the farmers, but eveai up to now the Schulze-Delitzsch 
banks make loans for fairly large amounts to farmers known to be 
of good financial standing. Small loans are exclusively handled by 
the new type of bank (^ be described below. Only in Bohemia, 
Moravia, and Galicia are the Schulze-Delitzsch banks at all numer- 
ous among the farmers and serve to supply their needs. In this 
respect these banks, except in their general organization, serve the 
farmers just the same as small state, national, and private banks in 
rural districts. 

In Italy the people's banks are called " Luzzatti banks," after the 
leader who adapted the Schulze-Delitzsch banks to Italian needs. 
They are almost identical in general organization with the Schulze- 
Delitzsch banks of Germany and of Austria. In 1908 the latest 
complete statistics available, there were 690 of these institutions 
in Italy, with a membership of 501,022, showing an average of 720 
per bank, which again shows how similar this institution is to those 
found in the countries above referred to. 

In Italy, as in Germany and Austria, the people's banks preceded 
the strictly rural banks, and in Italy, as in Germany and Austria, 
for a long period they served the farmers very consiaerably ; but as 
in these two otiier countries so in Italy, they gave way to a new type 
of bank adapted particularly to the needs of the farmers. It should 
be noted, however, that just as they continue in Germany to have a 
large number of farmer members, so in Italy the same general condi-,, 
tion prevails. The larger number of members of people's banks in I 
Italy belongs to the lower middle class; 23 per cent are artisans or \ 
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small shopteeper& 22 per cent small farmers, and 17 per cent 
clerks andproreesional men, leaving a CMnparatiTely small propor- 
tion for omex classes of members. 

It will not be necessary to refer to similar institutions in other conn- i 
tries in order to bring out this fundamental fact, that these European / 
countries did not have small banks to serve the general needs of the j 
great mass of the middle classes. In this country we have small' 
national banks, State banks, and private banks. In European countries 
a type of institution, with a more diffused membership, developed 
to serve the needs of farmers. These institutions, some of wmch 
have been brieSy referred to above, are made more popular for farm- 
* ers than ban^ in this country, but they do about the same kinds of 
business. It is very probable tnat the banks of this country serve the 
fanners approximately to the same extent that these people's banks 
do in European countries. Inasmuch as they seem to fill the same 
general position in the national economy as those in the rural sections 
of this country, it serans desirable to give a brief further accotmt of 
their general characteristics and form of organization. 

SHABX OAFrrAIh 

The people's banks in different •European countries secure their 
first capital by the issuing of shares; these shares are owned by the 
membera In the different countries visited the g^ieral impression 
was that the value of the shares was rather high. In 740 of these 
banks in Germany, which are affiliated with the National Federation, 
the shares are of a nominal value of approximately 300 marks, or $71. 

It is not necessary that the shares be paid for in one sum, however, 
the general arrangement being that members may pay for them in 
monwly installments. Toward payment for the share or shaves' 
subscribed by a member are placed, in addition to the monthly in- 
stallment, any dividend which becomes due to liim on a division of 
the profits. Only when the share is fully paid up does he receive such! 
dividend in cash. The prospect of receiving dividends in cash in- 
cites the members to make every effort to complete their payment in 
the least possible time and thus become the actual owners of capital, 
even though it be on a modest scale. 

The average paid-up capital per member naturally differs from the 
value of a share, inasmuch as not infrequently a member has paid up 
only part of the value of a share, while others have in their possession 
two or more shares. If we regard only the banks affiliated with the 
National Federation in Gennany, we find that in 1882 the average 
paid-up capital was 223 marks ($53), increasing successively to 226 
marks ($54) in 1892, 276 marks ($65) in 1902, and 364 marks ($87) 
in 1911. Some of these banks not attached to the National Federa- 
tion have ft slightiy higher average paid-up capital per member, the 
result being that the average for all banks of this type in Germany 
in 1911 was 368 marks ($88). 

This total average paid-up capital per member is a further illus- 
tration of the popular characteristic of the banks. There are large 
numbers of memoerB, and the banks are interested ffrincipally m 
the welfare of their own people. But with this large memberahip 
die total amount of share capital per institution is comparatively 
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l«q^ tiie Avengs for Gennu^ being 235^64 maito ($56,000) in 
19U. 

It will be noted fran tbe above tbat the tendency is for tbe averago 
paid-up capital per member to increase, there being an increase of 
mom than 50 per cent in the last 30 years, lliere is also tbe same 
tendency with reference to the average value of individual shares of 
Gtock. llie General Congress of Popular Banks held at Wiesbaden 
in 1896 recommended that the shares should be at least 300 marks 
($71), while a subsequent congress recommended that in all cases 
where the banks were based upon the limited-liabilitv principle tbe 
wiifrimiiTn yalue pcp share should be 500 marks ($119), and that the 
liability of the member should be three times tbe amount of shares' 
held. 

In Austria tbe same general condition is found, except that the 
value of tbe shares is lower than found in Germany and the average 

E aid-up capital per member is naturally lower. Of the 2,862 Schulze- 
>etitz9ch banks, which furnish particulars of their working condi- 
tion, in Austria, in 1910, the membership was 1,704,090 and the 
share capital only 192,000,000 crowns (^8,400,000), the average 

E aid-up capital per member being only about 112^ crowns ($23). 
a Italy tie total number of members of the 690 people's banks re- 
porting was 501,022, while the f>aid-up capital (including surplus) 
amounted to 156,664,000 francs ($30,042,152), or an average of 311 
francs ($60) per member. 

UABinrrr. 

One of the most important characteristics of the people's banks 
is ttttdr status with reference to the liability of tbe members. Under i 
any system of cooperation the general understanding is tbat mutu- 
ality IS accepted as the foundation j In other words, that unlimited 
liability is accepted by the members and that each member pledges 
himself to be liable to the full extent of his resources for all accounts 
of the society to which he belongs. This principle has been found to 
be practicable where all of the members live m close proximity to 
each other and are generally known to each other, lliis has Been 
particularly so where all are engaged in the same general line of 
work and are of the same general economic status. More particu- 
larly do the principles of unlmiited liability obtain successfully where i 
member^ip is quite definitely limited to a comparatively small 
number and where the members are carefuUy selected. 

In the case of tiie popular banks being described, generally speak-' 
ing, they are urban in character, althou^ probably about one-fourth ; 
of tbe members are farmers. In the second place, the occupation of 
the members ranges over a great variety of callings; and in tiie 
third place, tbe membership is ^uite large, in fact, so large that, 
generally speaking, it would be impossible for any one member to 
Mai 



know any large per cent of tbe other members. As a result of this, 
although these banks started as unlimited liability societies, they have 
fradually changed in many respects. Thus in 1911 out of a total of 
.152 banks of this type which reported in Germany 563, or 59.1 per 
cent, were of the unhmited liability type, whQe 385, or 40.5 per cent, 
had limited liability, and 4, or 0.4 per cent, were of a special mixed 

pe, having unlimited liability to make supplementary ^a^ments. 

te general tendency is in t^ direction of limited liability, but 
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althonsh the system of limited li&bility is steodUy increasiiig, tm- 
limited UaJiility is still considered the best system on which to est«b- 
lish litese popiilaT banks in districts which are not ^et familiar with 
cooperative credit. The system of unlimited liability seems to work 
particularly well when the societies are just beginning and while the 
membership is small and the members acquainted witn each other. 

In Austria, out of the 3,699 banks of this type reporting in 1912, 
only 603 were based upon the principles of onliinitea liability, while 
2,996 had adopted the principles of limited liability. In Italy, like 
Austria, the liability of the members is limited. 

WOKEINO oArrui.. 

According to the report furnished by the 1,051 popular banks of 
Germany, at the end of 1911 the a^regate working capital was 
1,668,250,151 marks ($397,045,635). This is an average of 1,587,- 
298 marts ($377,776) per bank. The average per bank is rapidly 
increasing, as shown by the fact that the average for all banks report- 
ing in 1886 was only 617,000 marks ($146,846) ; that in 1898 was 800,- 
000 marks ($190,400) ; and that in 1902 was approximately 1,000,- 
000 marks ($238,000). The average working capital per institution I 
is seen to be nearly three times as great as it was 20 years ago. ' 

The following tobies show the details for the 1^51 popiuar banks 
under consideration in Germany in 1911 ; 



Popular bankt in Qermanv in 1911. 
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It will be seen that only 14.8 per cent of the total working capital 
represents share capital, 6.4 per cent represents reserve funds, thus 
making the proportion of the banks' own fands 21.2 per cent of the 
total working capital of these institutions. It will also be noticed | 
that more than tnree-fonrths of the total working capital represents! 

Srivate deposits, showing the confidence of the people who live in' 
le vicinity of the banks of this type. 

The average amount of share capital per bank was 235,294 maite 
($56,000), and the average per member was 868 marks ($87). 

It was oriranally proposed by Schulze-Delitzsch that each bank ' 
should fomi^ its own working capital ; in fact, for many years this 
was the ambition of the origmators of this E^ystem of institutions. ' 
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Seeing that this was impossible, the ideal was Bet at one-third of the 
working capital. Even at the present time there is considerable 
tkgitation in favor of increasing each bank's capital; that is to saj, 
the share capital and the bank^ reserve. The reason that this does 
not progress more rapidly is a fact that will be particularly stated 
under a discussion of the dividends, profits, and losses. At tms point 
it is only necessary to indicate that these institutions work for high 
profits or dividends. It is a well-known fact that the interest paid 
on deposits is generally very low. As a result, the higher the ratio 
of the banks' own funds to the total working capital the lower be- 
comes the ratio of the net profits to the share capital, and'the lower, 
therefore, becomes the dividend. 

The experience of these institutions in Germany for the last few 
years is that it is possible to attract a very large capital from outside 
sources in the way of private deposits by the payment of a reasonable 
interest, while on the other hand it is a much slower and much more 
difficult proposition to accumulate working capital by increasing the 
membersnip and increasing the share capital or reserve funds. In- 
deed, during the last few years the increase of capital from outside 
sources has been greater relatively than ihe increase in the bank's 
own funds, thus leaving the proportion of the bank's own funda 
lower at the present time than what it was some years back. 

A further analysis of the item " private deposits " discloses the fact i 
that the banks recognize savings deposits as distinct from ordinal? 
deposits subject to check. The savings deposits are generally mucn 
smaller accounts and require a longer period of notice before with- 
drawal. In practice this distinction means but very little at the 
present time and might as well be disregarded, and as a matter of 
fact is rapidly being disregarded by the people's banks. 

It would doubtless be proper to add the sums which the banks 
acquire by rediscounting with third parties the biUs which they 
have discounted for their members to the debt contracted with banks 
or associations if the total funds secured from the outside were to be 
shown. At the end of 1911 there were in circulation hills for 
61,497,470 marks ($12,256,398). If this amount were added to the 
other two items representing outside capital, the total of this class 
would be 1,366,653,604 marks ($325,263,657). 

In contrast with Germany, the total share capital of the 2,862 pop- 
ular banks which reported in Austria in 1910 was 192,000,000 crowns 
($38,400,000), an average of 67,086 crowns ($13,417) per institution. 
liie reserve for these same institutions amounted to 109,000,000 
crowns ($21,800,000) , an average of 38,085 crowns (^$7,617) per insti- 
tution. The total amount of deposits in hand, which seem to be com- 
parable with the item "private deposits" in the German report, 
amounted to 1,751,000,000 crowns ($350,200,000). or 611,810 crowns 
($122,362) per institution. At the same time tne amount of loan 
capital, which it would seem must represent debts contracted with 
banks or associations, amounted to 332,000,000 crowns ($66,400,000), 
an average of 116,003 crowns ($25j200) per institution. 

The following table, constructed from data available for Austria 
in 1910, is comparable to the one prepared for Germany presented 
on page 15. 

* DiqmzecbvGoO'^lc 
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Turning attention now to the situation in Italy, the latest data 
available m complete form pertains to December 31, 1908. At that 
time figures were compiled for 690 institutions with a membership 
of 501,022, or an average of 726 per institution. The following table 
shows as nearlv as practicable comparable data pertaining to the 
working capital in Italy : 

Popular banks tn /(olv In 1909. 
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It will be seen that the total paid-up capital represented only 7.1 
per cent of the working capital, as compared with 14.8 per cent for 
Germany and 8 per cebt for Austria. It will also be noticed that the 
reserve funds amounted to only 4.1 per cent, as compared with 6.4 
per cent for Grermany and 4.6 per cent for Austria. In contrast, it 
should be noted that the current account and savings deposits, which 
correspond with the private deposits of Germany and the deposits in 
hand in Austria, represent 70.7 per cent of the total working capital 
of Italy, as compared with 76.5 per cent for Germany and 78.4 per 
cent for Austria. 

LOANS AND IMVESTMENTfl. 

It is just as important to examine into the loans and investments or 
the credit side of the balance sheet as it is to examine into the working 
capital or debit side of the balance sheet. A brief analysis of the 
use made by these popular banks of the funds at their disposal should 
therefore be made. 
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The principal object of these institutions is to supply credit for '\ 
their own members, and therefore one would expect tnat they would ; 
limit themselves to the particular work of granting loans under vary- 
ine forms to the membership. The fact that loans are, as far as pos- , 
Bible, strictly limited to the membership is one of the most important, 
if not the most important, reasons why the membership ia so large 
and why the average paid-up capital is so small. It is impossible, 
however, to make the funds on hand in banks exactly balance the de- 
mands for credit by their members. It ia therefore necessary, when 
the working capit^ supplied by the paid-up share capital, surplus 
funcU, and deposits are insufficient, to borrow from outside sources, i 
and it is equally desirable, where the working funds referred to ex \ 
ceed the demand of the members, to seek outside fields of investment. \ 

It is also desirable to create a surplus fund for the safety of their i 
own operations in case of insolvency of their members or the sudden I 
withdrawal by the members of their deposits. Naturally this sur- 
plus would not be loaned to the members, but would be invested else- 
where. 

In Germany all loans to members are referred to as " loans," while 
loans of other types are referred to as " investments," According to 
the credit side of the balance sheet of the 1,051 people's banks in Ger- 
many in 1911, 82.9 per cent represented outstanding loans to mem- 
bers, while 17.1 per cent represented loans of other finds referred to 
as investments." An examination of the details concerning the 
286,051,023 marks ($68,080443), or 17.1 per cent, which represents 
the so-called " investments," shows that 4.2 per cent represents 
cash in hand, deposits with banks, etc.; 1.2 per cent bankers*^ accept- 
ances; 6.5 per cent shares of stock or bonds held as investments; and 
3,5 per cent real property, about one-half of which represents the 
offices, etc., the remainder being other real estate. 

Referring now to the loans to members, the most important indi- . 
vidual group or class is that known as " loans on current account." I 
The total amount of this class as shown by the balance sheet at the { 
dose of 1911 was 544,066,524 marks ($129,487,595), or 32,4 per cwit 
of the total credit of the institutions under consideration. 

The next jnost important item is referred to as " loans for fixed 
periods," the amount being 469,660,330 marks ($111,779,158), or 28 
per cent of the total. 

In addition to these two items, reference should be made to the 
discount of commercial bills, amounting to 218,997,012 marks 
($52,121,290) , or 13.1 per cent ; and " mortgages and other land 
credits," amounting to 158,086^87 marks ($37,624,560), or 9.4 per 
cent of the total crediL 
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Hie compositiou of the assets is seen from the table which follows: 
Auett offop^iiar hani* in Qermart^ m 1011. 



It will be seen that the total amount of loans at the close of the 
year 1911 was 1^90,809,253 marks ($332,012,602), or an average of 
1,323,818 marks ($314,950) per institution. 

In contrast it should be noted that the loans outstanding at the 
end of the year 1910 for 2,862 Schulze-Delitzsch banks of Austria 
which furnished particulars was 1,985,000,000 crowns ($397,000,000), 
or 693,571 crowns ($138,714) per institution. 

It ^ould be noted also that the total amount of loans granted 
during the year 1911 for the 1,051 popular banks of Germany was 
4,647,752,971 marks ($1,106,165,207), which is an average of 4,422,219 
marks ($1,052,488) per institution. 

In the case of the 2,862 Austrian banks under consideration the 
total amount of loans granted during the year 1910 was 2,087,000,000 
crowns ($417,400,000), or an average of 729,210 ($145,842) per 
Institution. 

A study of the rules governing loans and investments shows that \ 
in the case of fixed-penod loans a guaranty is almost universally 1 
demanded. Only in the most exceptional cases are loans granted 
without guaranty. Of the aggregate fixed-period loans less than 2 , 
per cent are in this class. The guaranty usually demanded is either \ 
a special guaranty in the form of pledges or a personal guaranty 
in the form of surety. Loans on personal guaranty form 86.7 per 1 
cent of the total loans for fixed periods. Only 11,4 per cent, which is 
all of the remainder, is advanced with pledges as guaranty. 

From the fact that more than seven-eighths of all loans for fixed 
periods are secured by personal guaranty, it is clear that these ' 
popular banks are serving the needs of the particular classes of ■ 
persons for whom they were originally established; that is to say, \ 
persons who are in a position to :mmish security necessary for doing 
business with ordinary banks. 

The borrower may give as receipt for the debt his simple note of 1 
hand, or an " accommodation bill." The employment of bills in this 
connection is one of the characteristics of the Schulze-Delitzsch sys- : 
tern, the desire being to train the debtors of the banks to punctuality 
in business and at ue same time to simplify the collection of the in- 
terest 
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Finall; tlie popular banks having familiarized their customen i 
with the use of Dills have succeeded in diffusing the business of bill- | 
discounting. As a general rule, the loans are &ei at 90 days. This I 
term may be, and generally 13, considered extended by renewals 
■which, however, are generally conditional on the repayment in cash 
of at least 10 per cent of the amount At each time that bills fall 
due, after a small amount has been paid, a new bill is created for the 
lower amount. Thus the members of the banks become accustomed 
to Uie payment of their obligations by installments. They also are 
accustomed to punctuality in their dealings, and payment is made 
more easily. 

As noted elsewhere, loans on current account represent the largest 
individaal class or type of business done, and diner from loans for 
fixed periods in that the loan is not made out for a fixed period of 
time or for a fixed amount. The general rule is that a maximum 
is established and the borrower is allowed to secure credit from the 
bank at any time within the maximum amount. During this same 
time the borrower may make deposits and in that way repay the 
loan wholly or in part at any time. It is also true that frequently 
borrowers have paid in amounts exceeding the amount borrowed and, 
therefore, have funds placed to their credit. Loans made on current 
accounts, like those made for fixed periods, may be guaranteed by 
surety, goods, or other eflfect^ or even farm mortgages. 

The tiiird type of loan referred to, amounting to 13.1 per cent of 
the total loans and investments for the 1,051 popular banks of Ger- 1 
many in 1911, was entirely " discount of commercial bills." These i 
refer to commercial bills which actually represent dealings in goods. : 
They must be paid on falling due in their entirety. For tiiis reason 
they not only afford extensive security to the popular banks, but they 
may in turn be rediscounted with other institutions whenever it is 
necessary to increase the working capital. As noted elsewhere, at the 
end of 1911 there were in circulation bills rediscounted with third 
parties amounting to 51,497,470 marks ($12,256j398). 

The popular banks of Germany and other European countries — 
mudi like the national banks of this country— do not have at their 
disposal capital adapted to the form of investment represented by 
mortgage and other land-credit instruments, and as a result only 9.4 
per cent of the loans and investments represent mortga|^ and other 
land credits. 

It is impossible to determine when the banks are dealing with 
genuine mortgage business and not merely with mortgages accepted 
as additional security for loans granted under other forms. This is 
equally true with banks of this country. 

FBOFTTS AMD LOSSES. 

l^e officers of the International Institute of Agriculture at Boma, 
in referring to rfie Schulze-Delitzsch banks of Germany, stated, 
"Tliey accumulate a considerable quantity of capital and they dis- 
tribute fairly high dividends." In the matter of dividends, indeed, 
the Scholze-Delitzsch banks differ very little from the various kinds 
of commercial banks in the United States. 

In order to illustrate this point reference might be made to the 
fact that the gross profits realized in 1911 by the 1,0A1 banks reporting 
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was practically 90,000,000 marks. Out of this, however, approxi- 
mately 50,000,000 marks were paid in the form of interest on capital 
from outside sources. The gross profits represented 5.29 per cent 
of the total working capital. The total amount of interest, however, 
paid on borrowed working capital represented only 3.86 per cent or 
the total working capital. It will thus be seen that the institutions 
secured their working capital at a comparatively low rate and they 
are thus able to work on a margin of interest which allows them a 
very satisfactory profit without pressing unduly on their debtors. 

The cost of management during the year 1911 was about 14,000,000 
marks, being 16,27 per cait, or about one-sixth of the gross profits. 
This, however, was only 0.09 per cent of the total business done. 
Aiter all expenses had been paid, including interest on all borrowed 

: capital, general expenses, depreciation, and all losses, the net profits 
remaining, which included the balance from the preceding year, 
amounted to 22,000,000 marks. This is 8.45 per cent of the share 
capital, showing a very satisfactory result. 

All of the net profits are not distributed by the Schulze-Delitzsch 
banks, which, as shown above, are very anxious to bring their reserve 
up to a very high level. Of the net profits, 29.7 per cent, therefore, | 
was placed in the reserve fund in 1911. In addition to this large pro- | 
portion placed in the reserve, a cwisiderable amount was a£o ex- I 
pended in aid of propaganda work which is carried on, such as the 
publication of literature, the employment of organizers, etc. This 
would be an unheard of thing in the business of banks in the United 
States. But further than this, a considerable part of the net profits 
was donated by the banks for works of public utility, and a consider- 
able amount was also distributed among the several employees in the 
form of bonus. Thus these popular institutions recognize employees 
not on a strictly profit-sharing basis, but recognize them in such a 
way as to share with them the net profits. Only about 60 per cent 
of the net profits, which in 1911 amounted to 13,000,000 marks, was 
distributed in the form of dividends. Even at this the dividends are 
comparatively high and intentionally so in order that tiie members 
will purchase stock and pay for the shares as quickly as possible, 
thus giving the institutions a good working capital of their own. 
Dividends declared are calculated in proportion to the amount actu- 
ally paid up on the share or shares of the individual members. 

A recent investigation showed that a considerable number of per- 
sons becMne memwrs without any view of borrowing, but merely 

jsEor the sake of investing their savings in shares of stock in order to 
j:i,V> Afreet the high rate ofClnEerest^ Shares are frequently as high as $375, 
but inasmuch as the disres may be partly paid in at the beginning 
and gradually paid in completely this is no obstacle. Dividends ot 
6 and 7 per cent are not uncommon, and this is a decided incentive 
for persons to become members. Cahill (p. 19) saya on this point: 

ThlB Is probably eepedally true oJ a large proportion of the women members 
returned as belODglng to thle group, and who nnmbered 13,208 ont of a total of 
170,673, or T.7 per cent. In 1911. 

" Although these institutions distributed only 6 _per cent of the net 
profits in 1911, 753, or more than two-thirds of the banks reporting, 
distributed dividends ranging from.5 to 7 per cent When compared 
with the rate of interest charged the borrower and the rate of interest 
paid on deposits, this seems to be a very satisfactory business basi& i ^ 
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An ezamimtion of various extremes shows that 4:wo banks dis- 
tributed dividends of only 2 per cent, but on the other hand 14 banks 
i-eached 10 per cent, 1 Bank paid a dividend of 18 per cent, and 
another a dividend of 25 per cent, thus showing that some of these 
institutions are extremely profitable. Clearly the institutions paying 
such high percentages of dividends have a comparatively small 
paid-up share capital and comparatively large amounts of deposits, 
but the effort is to increase the share capital. 

What has been said with reference to the situation in Germany 
applies with practically the same force to the other countries where 
this type of institution is found in existence. Without going into any 
considerable amount of detail, it is worth while to note that in Italy 
the dividends on paid-up capital averaged nearly 9^ per cent during 
the years 1880-1882. Smce that time the share capital has gradually 
increased, as noted elsewhere, in proportion to the working capital, 
and as a result dividends on paid-up capital have not been quite as 
high. They are still high, however, averaging in every year for 
which complete reports were obtained nearly if not quite 7 per cent, 
and in some years during the last decade averaging over 8 per cent 

CENTRAL BANKS AND FEDEBATIONB. 

The people's banks do not stand entirely alone; they are related to i 
each otnor through systems of clearing houses and federated centrals, | 
and are in constant touch with other financial institutions. This ' 
feature of the system has been so frequently and thoroughly pre- 
sented in printed reports that it seems unnecessary to describe it 
in detail in this brief statement. 



From an examination of the above statement of facts, it is clear that ' 
the small national banks, together with a very large number of State 
and private banks, differ only in minor details from the people's 
bapks of Europe, The real important difference is the fact that the 
people's banks of Europe have adapted themselves much better to the 
needs of farmers and grant loans ext^iding over a sufficient period of 
time so that farmers are able to patronize them and get thoroughly 
satisfactory results. 

KAIFFEISEN SOCIETIES OR RURAL CREDIT UNIONS. 

It is not at all likely that the present system of National, State, 
and private banks and trust companies, even if the recommendations 
made by this commission are adopted, will properlv take care of 
all the needs of all farmers for short-term or personal credit. There 
are in the United States nearly, if not quite, sis and one-half million 
farms at the present time. Of mese only about 4,000,000 are operated 
by owners and managers. In the whole country more than 800,000 
farms are less than 20 acres in size. Some of these are inten^ 
sively cultivated and their operators doubtless have definite connec- 
tions nith banks, but most of thepi are probably not lecogaized in the 
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regular banking associations of the present da;. At tiie same time 
hundreds of thousands of farms larjD;^: than 20 acres in size are op- 
erated by farmers who have no direct relation with the present , 
banking system. It is very probable that only a small proportion of j 
the two and one-third million tenants have regular banking con- J 
nections. Institutions to meet the needs of these operators of small I 
farms and these tenant operators must be seriously considered. f 
In addition to these it should be noted that during the average ' 

f'ear approximately 3,000,000 farm operators employ labor. These 
aborera should have an opportunity t^ open bank accounts, but 
tbeir^usiness is so small that they do not at the present time have 
any bank connections. AU told there are literally milliona of the \ 
farm population who have not at the present time any banking rela- I, 
tion worthy of note. The needs of this type of farmers and farm j 
laborers have been taken care of very largely in European countries I 
by small institutions, popularly known as " Raiffeisen societies," ,' 
" credit unions," " credit associations^" " credit societies," etc. In- ' 
stitutions similar to these are needed m the United States; if not in 
every State, at least in the great majority of States; and if not in 
every community, at least in many communities. In order that 
these institutions may be thoroughly understood, the following brief 
description is appended, which shows in a summary way the most 
important characteristics of these societies in the counmes where 
they are most highly developed. 

NTJHBER OP BANKS, MEMBEItSHIP, ANO AKEA OF OPXBATION, 

During the last three decades credit unions under various names 
have increased rapidly in number. Indeed, prior to 1880 the number 
was very small and the system not well known, but at the present time 
farmers in all parts of Europe understand credit unions and talk 
in terms of " credit unions " as readily as farmers in the United 
States talk in terms of " com " or any other farm product. In Ger- 
many alone there are at the present time probably 17,000 of these 
societies, while 20 years ago the number was only about 1,700. This 
is representative of the change that has taken place in other countries 
as well. 

The first news concerning these institutions was brought to Italy 
in 1880, and a few years afterwards a credit union was started. At 
the present time there are more than 2,000 in Italy. In Austria the 
movement started in 1886^ and credit unions have been increasing 
rapidly in number ever amce the first one was established; at the 
present time there are about 8,000. Similar illustrations could be 
cited with reference to other countries. Most recent to take up the 
credit-union idea is Ireland, and success there is well known. The 
farmers of Russia are rapidly establishing these institutions as are 
the French farmers. The credit union is a well-known institution in 
eastern Canada, where large numbers of societies have been estab- 
lished. In some parts of the United States farmers are already talk- 
ing in terms of credit unions, and students of the subject have com- 
menced to urge their establishment, but as yet the movement is rather 
new. 

Turning now to the question of, membership it should be noted 
that the average number of members per bank in Germai^ is ap- I 
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proximately 100. Thus in Germany probably 1,700,000 farmers be- 
long to credit unions. The same general average number per insti- 
tution is found in other countries and, therefore, the extraordinary 
extent to whidi farmers have or^nized these small credit societies 
must be clear. The number, however, varies materially from one 
institution to another. For instance, in Germany the minimum num-i 
ber of farmers necessary to establish a credit union is seven, and at the \ 
time of the visit of the United States commission the authorities 
reported the fact that six societies existed with the minimum number 
of members. On the other hand, one credit union had IS times the 
average number of members. 

The small number of members in each credit union clearly indicates 
the general type of institution under consideration. But it should be 
noted that the members are almost always located in the same com- 
t munity and are not widely scattered over any district. In Italy the 
sphere of operation of rural banks is restricted to a commune, a por- 
tion of a commune, or a parish. Similarly in other countries the 
Eonallest subdivision is generally used as the area of organization. 

ENTRANCE FEES AMH SHARE OAFrrAL. 

According to the conceptions of the originators of the credit 
unions, entrance fees were not advocated because of the idea of mutual 
help which was then predominant. For many years as a result of 
this original idea entrance fees were unknown. As institutions 
established themselves, however, in different parts of the coiyitry 
variations in fundamental plans took place, and in some districts 
entrance fees became an important feature. These fees were immedi- 
ately placed in the reserve fund and did not draw interest but were 
used as a revolving fund to carry on the business of the organization. 

Just as entrance fees were not countenanced during the early years, 
BO, too^ share stock was excluded in order to avoid any possible chance 
of capitalistic speculation. Until 1876 credit unions were established 
without any share capital. In that year the imperial law of Germany 
compelled all cooperative societies to have foundation capital, aAd as 
B result German rural credit unions since that time have had small 
amounts of capital stock. In order to keep away, however, from the 
capitalistic idea, the shares were placed at the very minimum price 
and, generally speaking, even yet the maximum price of shares is only 
about $2.50. In some regions the average paid-up share capital per 
member is only $1 or $1.M). On the other hand, one group of credit 
unions has made an effort to increase the share capital and compara- 
tively large shares have been recommended, but in these cases the 
highest price has been approximately $125 per share. The CTedit 
unions striving for a large share capital have had in mind strength- 
ening the institution with reference to the securing of deposits, mak- 
ing of loans, ete., but even at the present time share capital, generally 
speaking, is an unimportent feature. 

It was noted above that in Germany the share capital represented 
14.8 per cent of the total working capital in " popular banks." In 
contrast, the share capital represents only 1.2 per cent of the total 
working capital in the case of " credit unions " throughout the Ger- 
man Empire. In Italy, as a rule, the rural banks or credit unions 
have no real initial capital, and in Austria, the credit unions being 
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modeled after the German societies of tha same type^ each member is 
required to take a share, which, however, vaiies m amount from 
about $2 to $4. 

UABILnT. 

The principle maintained by the credit unions throughout the 
early period of their development was that of unlimited, joint, and 
several liability of all members. It is true that the principles of 
limited liability are found more and more in many other forms of 
cooperation throughout Europe, but all authorities urge that the 
principles of unlimited liabibty be maintained in connection with 
the credit umcms. At the present time 92 out of every 100 credit 
unions in Germany continue to maintain the rules of unlimited lia- 
bility, while only 8 out of every 100 have adopted limited liability. 
In tnese few cases where limited liability has oeen adopted consid- 
erable share capital is found, and these few may well be referred to as 
a movement in the direction of popular banis, varying in many of 
their details from the true credit unions. Here and there a credit 
union is based upon an intermediate system commonly referred to as 
the system of unlimited liability "to make supplementary payments." 

Tms particular variation of the principles of unlimited liability is 
found best developed in Aiistria. Indeed, the Austrian Government 
presented a bill to Parliament in 1911 modifying the law relating to 
cooperative societies, and the main pmpose of the bill presented was 
to substitute the system of unlimited liability " to make supple- 
m^tary payments" for the present system of unlimited, joint, and 
several liability of all members. The difference between the two sys- 
tems consists in the fact that, according to the new proposals me 
creditor would not be able to have direct recourse, in case of the 
liquidati<m of the credit union, to any particular member andj there- 
fore, could not demand the payment of the sum which remains due 
to Mm. The society or credit union would be respon^ble to the 
creditor, and as such the credit union would have the right to demand 
pro rata payments from the members untU the creditors were, com- 
pletely satisfied. 

In Italy, as in Germany, the rule is unlimited liability. The 
whole purpose of this important rule is to prevent the misuse of the 
loans by compelling members to keep an eye upon one another and 
see that loans are not abused. At the same time this rule gives tke 
credit unions the confidence of the public, and, since these little 
societies depend upon the public for deposits as working capital, the 
confidence of the public must be secured and maintained. 

WOBEING CAFITAI. 

It has already been pointed out that share capital is a very unim- 
portant part of the total working capital of the credit unions of 
Europe. To this may be added the statement that the reserve fund 
also IS a comparatively unimportant part of the total. But com- 
pared with the share capital the reserve holds a very important place. 
Thus in Germany the reserve funds are more than twice the share 
capital. The same may be said as a general thing for E^urope as a 
whole. This will be better understooa when reference is made to the 
fact that profits or net earnings are generally turned into the reserve 
fund and not distributed to the menuiers. 
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The moat important source of the working capital is found in 
deposits on current account and savings deposits. This point was 
carefully discussed in connection with the popular banks and need 
not be considered in great detail here, except to indicate that just as 
share capital is a more important feature in '"popular banks," so 
private "deposits are a, more important feature when "credit unions" 
are under consideration. These observations pertain chieflv to Ger- 
many, Austria, and Italy. Just as the popular banks secured more or 
less of their working capital from outside sources, so, too, the credit 
unions depend upon the outside to keep the margin necessary for 
satisfactory business operations. In some countries, such as Hmi- 

fary, France, and probably Russia, large dependence is placed upon 
iinds secured from outside sources. Central institutions look after 
this business and act as clearing houses for the thousands of small 
credit unions. 

In Germany as a whole probably less than 10 per cent of the total 
working capital comes from transactions with outside institutions, 
showing in contrast with some other countries how largely these 
small credit unions are self-managing and self-sufficing societies. 
They depend almost entirely upon the local deposits to take care of 
the demands for money or credit. In any effort to classify the de- 
posits, note should be made of the fact that deposits on " current 
account " represent less than 10 per cent of the total working capital, 
while " savings deposits " are nearly 80 per cent of the total working 
capital. When we remember that the total working capital pf these 
credit unions in Germany alone is more than $500,000,000, the extent 
to which these small primary units have succeeded and extended their 
influence throughout the Empire is very impressive. 

Probably the distribution of the worMng capital of these institu- 
tions is much less important than the average working capital and 
the various parts thereof per institution. The popular banks were 
compared in many respects with the small national, state, and pri- 
vate banks of the United States. The credit unions have as yet prac- 
tically no counterpart in this counti^. Thus the total working 
capital of the average "popular bank" in Germany was given as 
not far from $400,0(W. In contrast, the average working capital of 
each " credit union " is only about $40,000. Further comparison 
shows that the average share capital for " popular banks " in Ger- 
many is between $60,ttXI and $60,000, while tne average share capital 
for all "credit unions" is less than $500. Further comparison in 
detail is unnecessary, since the general statement may be made that 
the average credit union is about one-tenth the size of the average 
popular bank. The credit union is the primary unit and is found so 
thoroughly established throughout Europe that its importance in the 
financial system can not be ignored. The importance of similar insti- 
tutions to ttis country must be apparent, and the detailed descrip- 
tion is given only to indicate the position which these societies might 
hold in his country. 

The following table shows the deteils for 12,797 credit unions in 
Germany from which detailed information was secured. As noted 
above there are in Germany about 17,U00 of these credit unions, but 
complete details could rot be secured from all since they are not under 
general Federal supervision in any way and statistics must be secured 
fi:om f ed^^tions of credit unions : 
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Before passing from this subiect it may be noted that great varia- 
tions are found in the details when different credit unions are under 
consideration, but the variations are no greater than those found in 
national, state, and firivate banks of this country; and the varia- 
tions between the institutions in the German Empire are no greater 
than those between Germany and Italy, Austria, Ireland, or Russia. 
It is therefore unnecessary to present detailed statistics showing the 
status of these small j)rimary credit societies in the different coun- 
tries where these institutions were inspected. It should be noted in 
passing that while in some countries the local deposits play an impor- 
tant part in others local deposits are insignificant. 

LOANS AND INVESTMENIB. 

The real object of these banks or credit unions is to secure credit 
and money for the members, and it therefore naturally follows that 
the capital obtained from the various sources just examined is used 
almost entirely for making advances to members. In institutions 
where the working capital exceeds the demand of the local community 
the surplus is devoted to safe, profit-yielding investments, and the 
common practice is to deposit tnis chiefly in central institutions. The 
leading classification of the loans and investments may be best indi- 
cated as follows : Loans are made, first, for fixed periods ; and, second, 
on current account. Other assets represent investments, deposits in 
institutions, etc. Just as the savings deposits are about eight times 
as important as the deposits on current account in Germany, so loans 
made for fixed periods are about three times as important as loans 
on current account Continuing to use Germany as an illustration, 
we find that more than 55 per cent of all loans and investments are 
made for filled periods, whereas less than 22 per cent are on current 
account. 

In connection with loans and investments, the " amount " of loans 
is important, but the " period " of loans is probably as important as 
any other feature. In the first two or three pages of this section of 
the report " pertaining to personal or short-term credit " some atten- 
tion was given to the length of time for which farmers need to 
borrow. It was pointed out that loans to faimers generally must 
extend over periods from 90 days to 1 year. An examination of the 
practice of credit unions in Europe shows that loans eenerally vary 
from six months to two or three years. It is true that more than 
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onfr-fifth of the loans are on current account, and Uiese probably de 
not extend for as long a period as six montiis. On the other hand, 
more than half of the loans are for fixed periods and extend over 
a longer p^iod. In exceptional cases loans are made for even 
longer periods than for three years. The principal safeguard for 
the success of rural banks when loans and investments are under 
consideration lies in the very character of these primary units. The 
limited area of operation and the nature of ruri life, together with 
the very small membership, make it possible for each member to 
keep an eye on the affairs of his fellow member, in which, moreover, 
he IS directly interested. Indeed, farmers generally can easily judge 
at any moment of the solvency of their neiMbors and know from day 
to day just how their neighbors are utilizing the money obtained 
from the credit union. 

A common characteristic of these institutions is the provision that 
the applicant for a loan must declare the purpose for which it is to 
serve. In some cases the rules are so strict that, if a member applies 
for a loan for one purpose and uses it for another, he must be ex- . 
eluded from membership for a period of time and upon second 
offense must be prohibited from ever receiving further loans for any 
purpose. This rule has proved very efficacious, according to most 
reports. Variations are found in the different countries. Thus, as 
an illustration, in Italy loans are of two kinds and are generally 
made on the security of bills. These loans are frequently distin- 
guished as short-time loans extending over a period not exceeding 
two years and ordinarily renewed every three months. The second 
type of loan frequently extends for as long a period as 10 years, and 
in the^ cases is commonly repaid by installments. Generally speak- 
ing, the interest on loans for long periods is slightly higher than the 
rate on short-time loans in this type of institution. 

FB0FIT8 AND LOSSES. 

The purpose of credit unions is not to make commercial profits, 
but to give credit to members on favorable terms. As generally 
found wroughout Europe this system does not even admit of any 
distribution of dividends. Where this rule is in complete force, ail 
net earnings or profits are carried te the reserve fund or used in the 
creation of institutions of public utility or are devoted to the common 
good. A few of the credit unions, however, and particularly those 
which have a material share capital, provide for the distribution of 
dividends, but even in these cases rules are very strict, and the 
dividends never exceed the maximum rate of interest charged the 
borrower. In Austria the profits are never paid in the form of inter- 
est on shares, except in the very rarest cases, being placed in the 
reserve almost always, although in some cases small amounts are de- 
voted to the common good. The same general rule applies in the case 
of Italy and other European countries. 

The fact that no dividends are paid, or that dividends when paid 
are insignificant, does not mean that these credit unions are not 
prosperous. Taking Germany again as an illustration, because of 
the fact that Germany has literally thousands of these societies, we 
find that the great majority close their business each year with a re- 
spectable fund designated ^' net earnings." Out of the 12,797 credit 
unions referred to in the small table presented above, 11,795, or more 



AOBIOULrUBAI. (mEDIT. 29 

than 92 out ©f each 100, closed the last fiscal year for which reports 
are available with net earnings, while only 911, or 7 out of each 100, 
declared a loss. Ninety institutions closed their busioess for the 
year with a balanced sheet, showing neither profit nor loss. 

If we take the total result of all these credit unions linder con- 
sideisition, the net earnings, after subtracting losses, amount to not 
far from $2,000,000 for one year, or almost 30 per cent of the share 
capital of these institutions; but, as noted above, this ia not declared 
in the form of dividends on the share capital, and, as a matter of 
fact, when the total working capital is considered, these profits repre- 
sent only about O.i per cent, showing what a narrow margin the 
institutions consider safe. 

During the last decade reserves have rapidly been increased, so 
that, generally speaking, these institutions are rapidly establishing 
themselves on such a safe basis that temporary losses are taken care 
of from reserve funds and no suffering results. The small differmce 
between the interest charged on loans and the interest paid on de- 
posits covers the managemrat expenses, which amount to very little, 
since the general rule for credit unions is voluntary or gratuitous 
service. A successful farmer or farmer's son, the local priest or 
schoolmaster, or a local merchant or other local resident acts as chief 
clerk or manager, and although frequently he receives rent of a small 
home and possibly some little gratuity, salaries are not generally 
paid. Running expenses principally include an insignificant amount 
for rental and cost of business forms, etc 

CENTRAL BANES AND FGDEBATIONB. 

These small credit societies or banks are closely related to each 
other through federations. Central banks are thus provided and a 
system of connected credit and banking is completed. The ^sterna 
of federation are clearly described in other literature publi^ed by 
the commission (S. Doc. No. 214, 63d Cong., Ist sess.) and need not 
be further given in detail here. 

SUHUABT. 

A careful examination of the descriptions of these European banks 
or credit unions suggests the questions: Are these institutions neces- 
sary in this country; and if so, should they be provided for by law, 
or IS any le^slation necessary 1 

The members of your commission feel that such institutions are 
necessary in many, if not all, country commimities in the United 
States. We will not take space or time here to establish this posi- 
tion, believing that it represents the unanimous opinion of farmers and 
of unbiased or unprejudiced observers acquainted with the problem. 

The members of your commission are of the opinion that credit 
unions could be organized in almost every State in the Union, if not 
in every State, without specific legislation, as they were organized 
in many European countries and as they have already been launched 
in several American States. At the same time it is believed that 
leg^lation clearly defining credit unions, their scope, their functions, 
their methods of operation and limitations, as well as a system of 
inspection or supervision of these institutions, is eminently desirable. 

The members of your commission are agreed that it is clearly 
within the power of the different States to pass the necessary le^a- 
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latioD, and we desire to call the attention of Confess to the specific 
laws of Massachusetts, New York, Wisconsin, and Texas providing for 
credit unions within those States. 

CONCLUSIONS AND EECOMMENDATIONS. 

The minimum capital for hanks organized under Federal charter 
is fixed at $25,000 in the national-bank act. The Federal reserve act 
reenacted this provision in fixing the capitalization for member banks 
in the new system. It follows, therefore, that the rediscount privilege 
created by the new law is extended only to banks having a capiW 
equal to that of national banks under the old law. 

There are more than 8,000 State and private banks in the United 
States with a smaller capital than that required by law of member 
banks in the new system. These banks are locatea mainly in small 
country villages and do business either directly or indirectly with 
farmers. No reorganization of our national banking system can be 
complete and just to the agricultural interests which deprives or 
withholds from these small banks participation in the benefits of the 
Government rate of discount. 

In order to be sure of ita ground, your commission addressed letters 
of inquiry to several hundred of these small State and private banks, 
asking if it was their purpose to increase their capital so as to join the 
new system; and if not, whether they would jom were the capitali- 
zation to be reduced to $10,000. The replies were practically unani- 
mous. These banks will not increase their capital, because in most 
instances a capital of $25,000 is not warranted by the volume of 
business transacted by them; thb minimum is excessive for banks 
located in thinly settled farming districts. For this reason, then, and 
not from any spirit of hostility to it, these banks will not enter the 
new system. The very large majority of those replying stated that 
with a minimum capital of $10,000 they would reorganize and be- 
come member banks of the regional system. 

The decision of these country banks renders it certain that without 
amendment to the national-bank act relatively few fanners can be- 
come patrons of member banks in the reserve system. Thus the 
advantage of direct Government rediscount— which is the rational 
basis of all approved systems of short-time rural credit — will be 
largely withheld from farmers because of their residence in thinly 
settled parts of out country. Our rural population ia justly entitled 
to receive credit du-ect from reserve banks in the same degree that 
urban population enjoys this advantage; and the method of bank 
organization should be such that residents of country districts can 
Buccessfully overcome the disadvantages of their environment. 

Your commission is of the opinion that a very few changes in the 
present banking systems would better adapt large numbers of exist- 
ing small banks to the needs of great numbers of farmers and (arm 
laborers, and at the same time leave these institutions unimpaired to 
perform the commercial functions for which they were primarily 
established. 

We do not present a bill to effect the changes which seem to us to 
be desirable because we befieve that the Committeee on Banking and 
Currency in the Senate and the House of Representatives, through 
many years' study of the banldng laws of this country, are better 
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qualified to perfect the amendments ueceesaiy than are the membera 
of our commisfflon. We content ourselves in bringing to your atten- 
tion some of the more important detaik involved. 

Having all of these facta in mind, vour commission is of the opinion 
that it woidd be wise to provide for the incorporation of banking 
associations under Federal charter with a capital of lees than |i::5,000. 
The specific recommendation is that section 5138 of the national- 
bank act, as amended in 1900, be further amended to provide that 
banks with a capital of from $2,000 to $25,000 may, with the sanction 
of the Secretary of the Treasury, be organized in any place the popular 
tion of which does not exceed 2,500 inhabitants. 

Your commission would aJso recommend that all national banking 
associations with a capital of less than $25,000 should have a dis- 
tinctive name, such as National-BuroZ bank, and in this event provision 
should be made prohibiting aU other banking associations organized 
under either State or National law from using the distinguish!^ word 
"Kural" as a part of their title. 

It is the judgment of yom* commission that in the provision for 
these national rural banks two types should be recognized by an 
arbitrary line of demarcation based upon the amoimt of capital. 
We therefore recommend that national rural banks having a capital 
of less than $10,000, divided into shares of small par value, be per- 
mitted to do business only with members or their own shareholders, 
unless in the judgment of Congress they should be ^ven the right to 
accept deposits from a wider clientele. This principle has been con- 
clusively demonstrated in European experience and can be safely 
accepted. If the privilege be given to accept deposits from other 
than shareholders, it might be well to increase the degree of liability 
above that of double, or to permit ^uch hability to be accepted volun- 
tarily by the shareholders. The cooperative features su^ested in 
the report pertaini^ to small farm-land banks could be i^opted to 
adrantage here. While under this form of organization, viz, that of 
hmited banking power and small capitalization, these banks should 
be given the pnvilege of depositing any or all of. their moneys in the 
postal savings banks. Your commission has satisfied itself tnat there 
are no administrative difficultieB to be encoimtered, and this privilege 
is freely extended in European countries. It is not necessary to 
specify the manifest advanta^ which this privilege will give to a 
small hank doing a limited business in a smaU country village, which 
is the natural home of this class of banks. On the other hand, it is 
our opinion that national rural banks with a paid up capital of $10,000 
and less than $25,000 should have the right to do a full banldi^ busi- 
ness under the national-bank act, except holdin? a membership in 
the Federal reserve system. Ihis provision of law would make it 
possible for small private and State.banks to reincorporate as national 
rural banks. 

Authority to incorporate national rural banks with a capital less 
than $25,000 would in itself not be sufiicient, since these small insti- 
tutions would, under the present banking laws, be debarred from the 
Federal reserve system. It is the judgment of your commission that 
the best way to overcome this difuculty woiUd be to amend section 
5133 of the national-bank act by providing for the formation of 
national banks, with the approval of the Secretary of the Treasury, 
by any number of these rural banks, "not less in any case than five," 

, Google 



32 AQBIOULTDBAL OBEDIT. 

and having an abrogate paid up capital of not less than t50,000. 
In thia connection it doubtless would be necessary to require all rural 
banks forming a national bank to be in one and the same Federal 
reserve district, and to stipulate that the national bank, when formed, 
shoidd become at once a member of the reserve bank in the district 
in which it was located. In the formation of a national bank by rural 
banks it would probably be desirable to require them to hold 60 per 
cent of the capital stock of such member bank, thus leaving not to 
exceed 40 per cent for popular subscription. In this way country 
communities and agricultural interests could participate to the beat 
advantage in the rediscoimt privileges provided by the Federal re- 
serve act. 

Students of this subject will recognize in these sugeestions the ele- 
ments of the French system of rurafbanks, which is the latest system 
to be devised and which has been tested sufficiently by actual expe- 
rience to prove its efficacy. Happily, these principles adapt them- 
selves very easily to our reserve system, and in our opinion would 
prove of large benefit to our rural population. We are aware that 
France supplements the rediscount advantage by the deposit of con- 
siderable sums of pubUc moneys in these banks to be loaned exclu- 
sively to farmers. TTie Government of France is also very friendly 
to the ^ricultural interests of the nation and encourages a hberal 
policy by the Bank of France in extending rediscoimt privileges to th.e 
farm paper held by these small banks. The commission feels justi- 
fied in assuming that the Federal reserve act will be administered in 
a similar spirit toward our agricultural interests; and, while making 
no recommendations to that effect, the commission records its con- 
viction that in some sections of the United States either aid of similar 
character by our Government will be necessary or founders' shares 
win have to be purchased by men who are mapired by altruistic 
motives, if personal loans are to be speedily extended to farmers in 
all sections of the Eepubhc at fair rates of interest. 

Banking laws have been unfair to rural industry because farmers 
have been widely scattered and not in a position to use them, and 
because no special type of institution has been provided in the past 
to care for their special needs. As a result these laws have militated 
gainst the growth of industrial democracy, and unless supplemented 
will destroy the fruition of the new freeaom to a large part of our 
industrial population. 

Your commission beheves that it is also within the power of Con- 
gress to pass laws providing for credit unions or cooperative credit 
associations and making them fiscal agents of the National Govern- 
ment; but the conditions of t^culture differ so widely, the needs of 
farmers vary so greatly, and the status of the different classes of 
people in rural communities are so uuhke, that it is our opinion that 
such laws where called for can best be enacted by the various Stat© 
le^latures. 

Duncan U. FLBicHEn, Chairman. 

Thomas P. Goeb. 

Ralph W. Moss, Vice Chairman, 

Harvie Jobdan. 

John Lee ContTBR, Secretary. 

Kenton L. Butteefieu). 

Claeence J. Owens. 
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